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AMERICA’S CLIMATE SECURITY ACT OF 2007, 

S. 2191 


THURSDAY, NOVEMBER 8, 2007 

U.S. Senate, 

Committee on Environment and Public Works, 

Washington, DC. 

The full committee met, pursuant to notice, at 9:30 a.m. in room 
406, Dirksen Senate Office Building, Hon. Barbara Boxer (chair- 
man of the full committee) presiding. 

Present: Senators Boxer, Inhofe, Lieberman, Carper, Lautenberg, 
Cardin, Sanders, Klobuchar, 'V^itehouse, Warner, Voinovich, 
Isakson, Vitter, Alexander, Bond, Barrasso, and Craig. 

Senator Boxer. Good morning, everybody. The hearing will come 
to order. 

We are here today to consider a landmark global warming bill, 
thanks to the bipartisan leadership of Senators Lieberman and 
Warner. For me as Chair, I couldn’t be more proud of the work that 
they have done. I want to thank all members of the Committee for 
really helping us get to this point. 

Senator Warner has a need to go back to his office, because he 
is nursing a serious wound that he encountered. As a result of that, 
I have decided, and Senator Inhofe agrees, that we will ask Senator 
Warner if he will make his statement first. 

Senator, welcome. 

STATEMENT OF HON. JOHN W. WARNER, U.S. SENATOR FROM 
THE COMMONWEALTH OF VIRGINIA 

Senator Warner. Thank you. Madam Chairman. I thank my old 
friend and the distinguished Ranking Member. 

I hit a small pothole, but I am on the mend, but under doctor’s 
orders I can’t sit. That is a unique experience, after 80 years of 
healthy life, nor bend. But that soon will pass. In the meantime, 
I just wanted to come up and say two words to everybody present: 
thank you. First and foremost to the leadership of this Committee 
and to my good colleague. Senator Lieberman, for enabling this 
Committee to fulfill what I believe is his responsibility to the U.S. 
Senate. I believe the Executive Branch has its position and I think 
it is important that the Legislative Branch fulfill its constitutional 
responsibilities. This Committee, under the Senate rules, is the one 
entrusted to do just that. 

I became interested in this issue, because I do believe there are 
ramifications that relate to national security, although they are po- 
tential. I have, together with other Senators, participated in efforts, 
which I think are going to be successful, to produce a national in- 
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telligence assessment. I carefully use the word assessment rather 
than estimate. But I believe the document will have a standing 
equivalent to an estimate. That is forthcoming. 

I am also working on the National Security Annual Authoriza- 
tion bill. As a matter of fact, we hope to meet again today to con- 
clude that. Hopefully there will be a reference in there to the need 
for the various military departments to make their own assess- 
ments, as well as the Department as a whole. 

So with those things in mind, I just urge the Committee to con- 
tinue its work on this. I readily acknowledge that there are many 
members of this Committee and indeed, members of the Senate, 
that have done a great deal of work on this, and that I joined the 
effort somewhat later in time, but with no less energy and commit- 
ment to do what I can to see that the Senate performs its duties. 

I do believe that in the coming year, the American public will 
look to both the Democratic Party and the Republican Party as to 
their stance on these various issues. I think the forthcoming issues 
will have it as an active issue of debate. All the more reason for 
this Committee to assemble as best we can a record, so that people 
can draw from that record. 

With that, I will wind up and go back down where I occupy my 
prone position and watch this on television. With the concurrence 
of the Chair and Ranking Member, I have questions. When my 
time comes, I believe Senator Lieberman will ask those questions 
on my behalf. 

I thank my colleague from Wyoming from sitting in to the sub- 
committee staff to enable the subcommittee to fulfill its work and 
to go to the full Committee. So I wish you luck. A lot is known; 
a lot is unknown. We have a heavy obligation to the extent we can 
achieve the highest degree of bipartisanship, to make those assess- 
ments, to prepare this record and to fulfill what I believe is the 
duty of this Committee to report to the Senate Floor a bill. 

I thank the Chair, the Ranking Member. 

[Applause.] 

STATEMENT OF HON. BARBARA BOXER, U.S. SENATOR FROM 
THE STATE OF CALIFORNIA 

Senator Boxer. Senator Warner, go in better health. We know 
you are going to be just fine. We miss you and we feel that the 
work you have done has really been extraordinary for this Com- 
mittee. This is a special day for the Committee as we look at this 
landmark legislation, a very good bill indeed. 

We also. Senator Inhofe and I, on another matter where we fully 
agree, are going to have a great day for our Committee, and I just 
wanted to take a moment out to say thank you for everyone’s work 
on WRDA. This was one where we really worked together so hard. 
Senator Inhofe and I, joined by Senators Baucus and Isakson, and 
each and every one of you, all of your contributions to the WRDA 
bill were just really strong. I wanted to say to Senator Vitter, I 
know how much this means to you and to Senator Landrieu. I 
think that the members of this Committee, across party lines, 
showed its desire to help with Louisiana. We went down to see 
with our own eyes and you and Senator Landrieu were most help- 
ful to this Committee. 
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So it is a good day, from my perspective, on all fronts. 

I am going to put my full statement in the record on this matter, 
but I will quote from it. Senator Warner and Senator Lieberman, 
by coming together to write a bill on global warming, I think is 
leading this Committee in the right direction and leading the Sen- 
ate in the right direction. 

The way I look at it, each of us has several choices here in what 
we decide to do on global warming. One is to do nothing. I believe 
that is very, very dangerous. Two is to embrace a dangerously 
weak bill. I think that is dangerous. Because if we pass a weak bill, 
if we pass a bill that doesn’t have the proper framework, we could 
get caught into the aspects of the bill that we could never change 
later, or it would be very difficult. So I think doing nothing and 
passing a dangerously weak bill would be something I would op- 
pose. 

Now, that leaves two other options. One is to pass the perfect 
bill. I would say that every member on this Committee could write 
a perfect bill from his or her perspective. I would suggest that 100 
Senators each could write a perfect bill, 100 perfect bills. That is 
not going to get us anywhere. We are in the Legislative Branch. 
We are not executives. We have to work together. 

That leaves the final choice, which is a very good bill. I believe 
the bill before us is a very good bill. Can we make it better? Abso- 
lutely. Can we make it better in Committee? Absolutely. Can we 
make it even better on the Floor? Yes. I think the most important 
thing we can do for the American people is to move this process 
forward. I would say not to do that, in my view, is completely irre- 
sponsible, given the status of what we already know from the sci- 
entists on global warming. 

So Senators Lieberman and Warner have given us a pathway. 
Now, I sat through the entire Subcommittee markup, and I want 
to praise certain Senators. Senator Lautenberg, you are one of 
them, but you have to listen. 

[Laughter.] 

Senator Boxer. Because in the Subcommittee, we moved this bill 
forward. We adopted amendments of Senator Lautenberg, Senator 
Sanders, and Senator Barrasso. We did it in, I think, a very strong 
way. Everybody’s voice was heard. Some amendments were re- 
jected. The reason I believe they were rejected is they would have 
upset the balance so we could move this bill forward. Right now, 
what I hope we can do as we listen to our panel and we go through 
the briefings that we will have is to be able to keep that delicate 
balance that we have across party lines to get this bill out. 

This bill will create a great climate for strong economic growth, 
new green jobs, vigorous environmental protection. If it is passed 
as it is, and we look at the modeling, it is changing, but it is mov- 
ing in the right direction. It will be the strongest global warming 
bill, the most far-reaching ever passed in the world. The fact that 
this Committee could do it is very exciting. It sets the Nation on 
a clear path to reducing greenhouse gas emissions. The goals are 
strong and we hope to make them stronger. 

We set up a cap and trade program, by the way, cap and trade 
was invented in America, as we looked at the issue of acid rain. 
So we know that it works. It preserves the rights of States to go 
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and do even more. It includes provisions to help consumers, espe- 
cially low and middle income consumers. It includes measures that 
will make the substantial auction revenues available to help ease 
the cost of transition, pay for weatherization, mitigate potential im- 
pacts of energy price increases. 

We look at the international scene. I think that Senator Warner’s 
interest was indeed sparked by national security. All we have to 
do, folks, is listen to our Pentagon and our intelligence people who 
are there telling us unequivocally that unfettered global warming 
will in fact be the cause of wars. We already see some evidence of 
that occurring. 

So I approach this issue with hope, not fear. I think the bipar- 
tisan breakthrough on this Committee gives me even stronger 
hope. I don’t think we can turn our back on the scientists. There 
is a consensus out there. I don’t think we can turn our back on the 
economic analysis or Nicholas Stern telling us that every dollar 
now saves $5 later. So this is in many ways a great day for this 
Committee. I know there will be some negative voices, and that is 
fine. That is part of what we do here. 

But I still believe we have the momentum, we have the wind at 
our back, and I want to thank everyone on the Committee for their 
help. I just want to say one word about Senators Inhofe and 
Barrasso for a moment. They have not to this point been for the 
Lieberman- Warner bill. I understand that. They could have thrown 
a monkey wrench into the process and all the rest of it. They didn’t 
do that. 

When Senator Inhofe could not be here because he had obliga- 
tions on the Defense Committee, there came Senator Barrasso as 
a, I think, just taking the high road and helping Senator Warner. 
I want to tell you. Senator, publicly, because I have told you pri- 
vately, how much it really meant to me as the Chairman of this 
Committee, and I want to thank you so much. 

So to all members, thank you. It is now time to yield to Senator 
Inhofe. 

[The prepared statement of Senator Boxer follows:] 

Statement of Hon. Barbara Boxer, U.S. Senator from the 
State of California 

We are here today to consider a landmark global warming bill, thanks to the bi- 
partisan leadership of Senators Lieberman and Warner. 

They have worked so hard to come together and craft this thoughtful, comprehen- 
sive piece of legislation, and we could not have done it without their tireless dedica- 
tion to this issue. 

This legislation brings to us a strong framework and solid foundation to build 
upon, and I am so happy that they were able to successfully pass the bill out of 
their subcommittee. 

Today we will hear that the cap and trade approach is not new, and has been 
applied in the United States for many years. This market-based system has been 
proven to successfully reduce air pollution. 

This bill’s approach provides an effective system for emissions reduction, and op- 
portunities for businesses to thrive. 

This bill will create a great climate for strong economic growth, new green jobs, 
and vigorous environmental protection. 

There are several important provisions of the bill that make it such a break- 
through proposal: 

• It sets the nation on a clear path to reducing greenhouse gas emissions to avoid 
the worst effects of global warming. 
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• The goals in the bill are strong and will continue to be reviewed by scientists 
to ensure we are on the right path. 

• It sets up a cap-and-trade program that will establish a price signal to drive 
the development of technologies and encourage energy efficiency while keeping costs 
low. 

• It preserves the right of states, including my home state of California, to imple- 
ment their own solutions to global warming, building on the significant progress 
they have already made. 

• It includes provisions to help ensure that consumers — especially low and middle 
income consumers — will be protected. 

• This includes measures that will make substantial auction revenues available 
to help ease the cost of transition, pay for weatherization of homes, and mitigate 
any potential impacts of energy price increases on low and middle-income con- 
sumers. 

• It includes important steps to ensure that action is taken internationally to ad- 
dress this problem, and that our national security is protected. 

• It creates American jobs, supports American workers in the transition to a 
green economy, and it provides support for wildlife and natural resources. 

I will continue to work to strengthen this bill at each step of the process. 

I believe that it is a moral imperative to do what we can to ease the impacts of 
global warming — not only on the American consumer, but on world populations suf- 
fering from droughts, floods and famine. I look forward to working with commu- 
nities of faith and others as we work to address theses issues. 

It is our obligation to act now. The Intergovernmental Panel on Climate Change, 
or IPCC, has warned of the dangers that global warming poses for us all, such as 
droughts, extreme weather events, threats to water resources, more frequent and in- 
tense wildfires, threats to public health, and the extinction of up to 40% of the spe- 
cies on the planet. 

Sir Nicholas Stern, former chief economist of the World Bank, has told us that 
a dollar invested in combating global warming can save $5 later. 

We cannot afford to do nothing. We cannot afford to pass a weak bill. We must 
pass the strongest bill we can, but we must remember that the perfect cannot be 
the enemy of the very good. 

STATEMENT OF HON. JAMES M. INHOFE, U.S. SENATOR FROM 
THE STATE OF OKLAHOMA 

Senator Inhofe. Thank you, Madam Chairman. I want to make 
sure everyone is aware that you and I will be working together at 
10:45 this morning, and I am a little concerned now as I look 
around and see the participation that we have. Because I definitely 
want to hear from our witnesses, and I have some questions to ask. 
But also, we need to be down there in an hour or two, so we will 
try to make that happen. 

Let me just say that I appreciate the fact that you have com- 
mented on my feeling about the process. If anything, I want the 
process to be more than it is right now. I think we need to have 
the administrative analysis of the costs and the benefits of this bill. 
While we don’t have a lot of the things I think we should have at 
this point, I think we have some excellent witnesses today that will 
allow us to start talking about what we are really addressing here. 

First of all, the Kyoto process, the cap and trade concept, is 
something that has been a total failure. I don’t think there is any- 
one in this room, in this Committee, or even in Europe, who be- 
lieves that it has worked. Even the European environmentalists 
say it has not been a success, it has been a failure. Only two coun- 
tries out of 15 western European countries have been able to meet 
their targets. 

So I think if we want to address this thing, there are other ways 
of doing it. I know that several members of this Committee are 
looking to other options. While the supporters of putting the brakes 



6 


on our economy say that our leadership will encourage these other 
countries to follow us down this path of self-destruction, I don’t 
hear that. I certainly don’t hear that from the developing nations. 
I don’t hear it from China. China right now has become the num- 
ber one emitter. It used to be just a few months ago the United 
States. I understand right now that India will be passing us up as 
the greatest emitter of greenhouse gases. 

Now, as far as I know, what we always say is, the science is set- 
tled, the science is settled, the science is settled. I want to extend 
my thanks to my colleague. Senator Craig, who yesterday confessed 
to me that he actually read my whole 2 V 2 -hour statement on the 
Floor of the Senate that was a week ago Friday. I wish everyone 
would do that, because what I did was, just to show what the 
science has said, just since 2007, this year. So that is something 
we are not going to discuss today, we are not going to debate it. 
But certainly if you look at it, it is not settled. 

But one tMng that is for sure is that we are embarking on some- 
thing here that if it became a reality would be a huge economic dis- 
aster for our country. We have some excellent witnesses here today 
to talk about this. The impacts would be terrible, climbing steadily 
until the costs reach up to about a trillion dollars a year. We used 
to look at the Kyoto, and that was going to be $300 billion and this 
is probably three times that. 

So we need to study these things and look and see what the cost 
is going to be, what the benefits are going to be. I look forward to 
this hearing and look forward to joining with you on something 
with which we agree on the Floor at 10:45. 

[The prepared statement of Senator Inhofe follows:] 

Statement of Hon. James M. Inhofe, U.S. Senator from the 
State of Oklahoma 


Madame Chairman, 

Thank you for agreeing to hold this and next Tuesday’s legislative hearings on 
S. 2191 after we sent you a letter complaining about the lack of process in the rush 
to pass this bill out of Committee. But it is not enough. We have yet to see any 
analysis from the Administration on the costs or benefits of this bill. We have yet 
to have your staff and those of the sponsors sit down with the staff of all the other 
offices on the Committee to walk through our concerns. The ability of stakeholders 
to comment has been limited. But it does allow us to engage in the beginnings of 
what I hope will be a deliberative process going forward. 

On the substance of this bill, I am very concerned. As this chart shows and we 
will hear today, the Kyoto Protocol cap and trade scheme has been a complete fail- 
ure, with only two countries expected to meet their targets. Of course, some people 
try to defend the accord, but nobody believes them anymore — not even European en- 
vironmentalists. Why would we want to adopt what is one of the biggest economic 
and policy failures of modern times? Is it credible for supporters to say “Sure, it’s 
failed to reduce emissions or protect Europe’s economy, but we think we can tweak 
it to work?” Is it really wise to bet our children’s future on a policy we know will 
achieve nothing? 

EPA’s October 1st analysis shows that emissions reductions in the range con- 
templated in this bill will only reduce global greenhouse gas concentrations by about 
four percent — that’s right, four percent! In the meantime, the world’s leading pro- 
ducer of coal — China — has turned from a net exporter to net importer of coal and 
is building three new coal plants a week. India’s economy is also exploding. Officials 
in both countries have been extremely clear they have no intention of slowing their 
growth out of concern over global warming. 

Yet supporters of putting the brakes on our own economy say that our leadership 
will encourage these other countries to follow us down this self-destructive path. 

I am gratified that, even though we have yet to receive an Administration anal- 
ysis of this bill, we do have some credible analysts with us here today to discuss 
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the impacts of this bill. And the impacts will be terrible — climbing steadily until 
costs reach up to $1 trillion per year and 2 million jobs lost within the 8 years. 

The fact is that this bill ignores we are a growing economy with a growing popu- 
lation. It would be extremely costly to the economy to flatten emission growth, let 
alone cut emissions 70 percent. 

This bill does nothing to protect Americans from spiking natural gas prices and 
lost jobs that will go to the emerging nations which will emit more greenhouse 
gases. 

Madame Chairman, it is unfortunate that for a bill this important, this costly, 
and I would add, this disastrous to our way of life would be pushed through the 
Committee process without any real examination simply to score political points at 
a UN conference. I think the American deserves more from Congress. 

STATEMENT OF HON. JOSEPH I. LIEBERMAN, U.S. SENATOR 
FROM THE STATE OF CONNECTICUT 

Senator Lieberman. Thanks very much, Chairwoman Boxer, for 
your leadership on this very important subject. I appreciate all the 
support that you have given us as we brought this both into fru- 
ition and then through the Senate, through the Subcommittee on 
Climate Change with a bipartisan vote. 

We have a problem. Yes, I believe very strongly that the sci- 
entists are right. It is a broad, international consensus. In fact, I 
think most members of this committee and most members of the 
Congress agree that there is a problem. The President of the 
United States agrees that there is a problem of global warming. 

The disagreement now, and this is different than it used to be, 
the disagreement now is what to do about the problem. I think that 
the bill we brought forward, America’s Climate Security Act, gets 
the job done and does it in a way that will not hurt our economy, 
in fact, I think will ultimately help our economy. Are there costs? 
There are costs. But forgive the homely analogy, but if there was 
a fire in the kitchen of your house, would you pay the cost of the 
fire department to have them come to put out the fire before your 
whole house burned down? I think the answer is yes. That is where 
we are with global warming now. 

I want to take the time that I have to focus in on the cost ques- 
tion. In July of this year, the Environmental Protection Agency, 
this is not some environmental group, this is the Environmental 
Protection Agency of the Bush Administration, completed an anal- 
ysis of the climate change bill that Senator McCain and I pre- 
viously put in. The emission reductions required in that bill were 
actually somewhat less than this bill that is before us now. So they 
were comparable. 

EPA’s analysis found that the reductions in U.S. greenhouse gas 
emissions mandated by the McCain-Lieberman bill would, making 
conservative assumptions about the pace of emissions reductions in 
the rest of the world, keep the concentrations of greenhouse gases 
in the atmosphere below 500 parts per million at the end of this 
century. When I say conservative assumptions about what the rest 
of the world does, interestingly, that means that there is an as- 
sumption that the rest of the world will do nothing for 5 years, and 
that China and India, for instance, will get on board 5 years after 
we do, but not really do as much as we are doing until 2025 or 
2030. 

But still, we are such a critical factor that if we adopt the 
McCain-Lieberman bill or this bill that Senator Warner and I have 
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put together now, this bipartisan bill, we would keep greenhouse 
gases below 500 parts per million at the end of this century. Why 
is that important? Because according to the consensus of more than 
2,000 scientists from around the world, the IPCC, keeping the at- 
mospheric concentration of greenhouse gases below 500 parts per 
million will avoid a high risk of global warming that will cause se- 
vere impacts. So this reaches the goal. 

Now, what about the cost? The Clean Air Task Force has now 
completed an economic analysis of the America’s Climate Security 
Act, as reported out last Thursday. This analysis uses the Energy 
Information Administration’s economic model for climate change as 
applied to earlier legislation. Again, the EIA is part of the Adminis- 
tration. Incidentally, EIA reaffirmed its confidence in that model in 
a report that it submitted to Senators Inhofe, Voinovich and 
Barrasso on October 29. 

So the analysis of the Subcommittee-reported bill projects that 
the price of an emission allowance would not exceed $50 until after 
2030. According to EIA’s report to the three Senators I have men- 
tioned, fuel switching from coal to natural gas would not make any 
economic sense until the price of an allowance exceeded $50. So one 
should not expect fuel switching to occur under the America’s Cli- 
mate Security Act before 2030. By 2030, even the pessimists say 
that we will have commercial deployment of carbon capture and se- 
questration technology for coal. 

The analysis goes on to project that U.S. gross domestic product 
would more than double by 2030. The projected increase is only 1 
percentage point lower than the increase projected by the absence 
of America’s Climate Security Act and I don’t believe accounts for 
the costs of not doing something about global warming. Electricity 
prices, and I want to be really specific about this, because there are 
costs. But as I said at the beginning, they are worth it. Electricity 
rates would over 25 years rise from 8.1 cents per kilowatt hour to 
about 9.8 cents per kilowatt hour. 

Now, are the American people willing to pay that extra penny 
per kilowatt hour over 25 years to do something to stop the warm- 
ing of the planet? I am sure they are. Thus, this most recent mod- 
eling report on the Subcommittee-reported bill confirms the mod- 
eling results that I entered into the record of the October 24th Sub- 
committee hearing. In short, the costs are manageable. Of course, 
none of these analyses take into account the staggering economic 
costs that we will face in this country, not to mention the impact 
on our way of life and our economy if we fail to curb global warm- 
ing. 

Thank you. Chairman Boxer. 

[The prepared statement of Senator Lieberman follows:] 

Statement of Senator Joseph Lieberman, U.S. Senator from the 
State of Connecticut 

Thank you, Chairman Boxer. I thought I would describe the core of America’s Cli- 
mate Security Act and summarize some of the projections of the bill’s environmental 
and economic impacts. 

The bill identifies the large greenhouse gas emitting sources that will be covered 
by the bill’s emissions cap. Those sources include power plants and large manufac- 
turing facilities that burn coal, importers and refiners of gasoline and other fossil 
fuel-based liquid fuels, and importers and processors of natural gas. The sources 
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covered by the bill’s cap are responsible for over 80 percent of U.S. greenhouse gas 
emissions. 

The bill requires each covered source, at the end of each year beginning in 2012, 
to hand over to EPA one emission allowance for every carbon dioxide equivalent 
that the source has emitted in that year. A carbon dioxide equivalent is, for each 
greenhouse gas — and there are six of them covered by the bill — the amount of the 
greenhouse gas that makes the same contrihution to global warming as 1 metric ton 
of carbon dioxide. 

For each year from 2012 through 2060, the bill identifies the specific number of 
emission allowances that will be made available to the entire pool of covered sources 
for that year. The way the bill reduces greenhouse gas emissions is by decreasing, 
from year to year, the number of emission allowances available to the entire pool 
of covered sources. 

The number of emission allowances goes down each year by 1.8 percent of the 
2012 cap level. By 2020, the cap is down to 15 percent below the number of carbon 
dioxide equivalents that the covered sources emitted in 1990. By 2050, it is down 
to 70 percent below the amount that the covered sources emitted in 2005. 

The bill directs EPA, at the beginning of each year, to allocate all of that year’s 
emission allowances to various government entities, public-private partnerships, and 
covered sources. The largest share always goes to the Climate Change Credit Cor- 
poration, which is directed to auction off all of the allowances it receives. 

Once the initial allocating and auctioning has happened at the start of a year, 
the bill allows for unlimited trading of emission allowances. Because the allowances 
can be bought and sold freely, a market develops, and the price of an emission al- 
lowance becomes uniform across the market. 

A covered source that can reduce its own emissions at a cost lower than the mar- 
ket price will do so. If those reductions leave the source with more allowances than 
it needs to cover its own emissions at the end of the year, the source will sell the 
surplus on the market. A covered source that cannot reduce its own emissions with- 
out incurring a cost that exceeds the market price will purchase credits on the mar- 
ket in lieu of reducing its emissions. The market thus enables facilities to comply 
with the law at a cost lower than the one they would bear in the absence of trading. 

There is a lot more to the bill, particularly when it comes to controlling compli- 
ance costs for covered sources and using allowance allocations and auction proceeds 
to commercialize advanced technologies and protect low-income Americans from eco- 
nomic harm. But what I have described represents the core. 

I would like to conclude by mentioning some of the environmental and economic 
impacts that the EPA and Energy Information Administration computer models 
project for the bill. 

In July, EPA completed an analysis of the McCain-Lieberman climate bill, whose 
emissions reductions were somewhat less than what this new bill is projected to 
achieve. EPA’s analysis found that the reductions in U.S. greenhouse gas emissions 
mandated by the McCain-Lieberman bill would — making conservative assumptions 
about the pace of emissions reductions in the rest of the world — keep the concentra- 
tion of greenhouse gases in the atmosphere below 500 parts per million at the end 
of this century. According to the IPCC, keeping the atmospheric concentration of 
greenhouse gases below 500 ppm will avoid a high-risk of global warming that 
would cause severe impacts. 

Now the Clean Air Task Force has completed an economic analysis of the intro- 
duced version of America’s Climate Security Act. The Clean Air Task Force uses a 
modeling firm called OnLocation, which in turn uses the Energy Information Ad- 
ministration’s economic model. Incidentally, EIA reaffirmed its confidence in that 
model in a letter that it sent to Senators Inhofe, Voinovich, and Barrasso on October 
29. 

The analysis of the introduced Climate Security Act using the EIA model finds 
the following: 

First, the price of an emission allowance would not exceed $50 until after 2030. 
According to EIA’s October 29 report to Senators Inhofe, Voinovich, and Barrasso, 
fuel switching from coal to natural gas would not make any economic sense until 
the price of an allowance exceeds $50. So one should not expect fuel switching to 
occur under America’s Climate Security Act before 2030. By 2030, even the pes- 
simists say we will have commercial deplo 3 mient of carbon capture and sequestra- 
tion technolo^ for coal. 

The analysis goes on to project that U.S. gross domestic product would more than 
double by 2030. The projected increase is only 1 percentage point lower than the 
increase projected in the absence of America’s Climate Security Act. 

Electricity rates would, over 25 years, rise from about 8.1 cents per kilowatt-hour 
to about 9.8 cents per kilowatt-hour. 
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Thus, this most recent modeling report on the subcommittee-reported bill confirms 
the modeling results that I entered into the record of the October 24 subcommittee 
hearing. In short, the costs are manageable. And, of course, none of these analyses 
take into account the staggering economic costs that we will face in this country if 
we fail to curb global warming. 

Thank you, Chairman Boxer. 

Senator Boxer. Thank you. You just note that instead of doing 
the usual first come, I went to Senator Lieherman first. If there is 
no objection, I will go down the seniority list, but in the case of 
Senator Klobuchar, who was here first, she has to leave at 10:00. 
So after the next speaker on the Republican side, if there is no ob- 
jection, may I call on her next? OK. 

Then we will go to Senator Voinovich. Welcome, Senator. 

STATEMENT OF HON. GEORGE V. VOINOVICH, U.S. SENATOR 
FROM THE STATE OF OHIO 

Senator Voinovich. Thank you very much. Madam Chairman. 

Climate change is a serious and complex issue that deserves our 
full attention. Madam Chairman, I acknowledge your commitment 
to timely legislation. But the abbreviated process by which this leg- 
islation is moving I don’t believe is conducive to good public policy. 

Moreover, it is not in keeping with Senate precedent for acting 
on complex legislation or with the standards of courtesy by which 
this body traditionally operates. Consideration of legislation of this 
magnitude, which will touch on every aspect of our lives, requires 
a thorough vetting by the Committee of jurisdiction before moving 
forward. Senate 2199 was introduced only a few days ago on Octo- 
ber 18, 2007. It is a lengthy, complex bill that has major implica- 
tions for our economy, our energy security, our environment and 
our citizens. 

Senator Lieberman’s subcommittee held a single hearing less 
than a week after introduction with only one minority opposing 
witness. Then on October 31, the subcommittee was presented with 
substantive revisions to the bill, prior to a hurried-up markup. 
Now, just 7 days later, I am told that we will just have one more 
hearing next Tuesday before proceeding to a markup and a final 
vote on or before December 5. The pace of Committee action is un- 
precedented, and belies the significant impact the bill will have on 
the United States and international economies, the environment 
and our quality of life. Climate policy development necessitates 
more than political will. Members must be accorded the time to en- 
sure the policy response is appropriately calibrated. 

At this point, it is not possible to assess the costs and benefits 
of this bill. We do not understand how this legislation impact on 
our GDP or the price, supply or reliability of electricity, gasoline 
and other commodities that millions of Americans depend upon 
every day. I am talking bottom line jobs. I am not aware of a cred- 
ible analysis regarding the regressive impacts the legislation may 
have on the elderly, those on fixed incomes and those living in pov- 
erty, the most vulnerable in our society. 

We have no assurance that the bill’s international provisions are 
adequate to ensure the effective participation of China, India and 
other developing nations. The very mechanism the bill advances to 
contain costs seems to be more the stuff of academic theorizing 
than scientific analysis. We have heard from no witnesses on the 
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efficacy of the Carbon Board and its ability to protect the economy. 
Veiled allusions to the Federal Reserve Board only remind us of 
the decades of trial and error endured before that institution regu- 
larized its procedures. 

In fact, until being provided with today’s testimony, we have 
been presented with no analysis of how these very important issues 
will be affected by the bill. While these analyses are helpful, as one 
might expect, the assumptions built into the analysis and their pre- 
dict impacts are colored by their source. So the differences of opin- 
ion underscore my point: sufficient time has not been provided for 
members to thoroughly analyze the bill. 

At the very least, members should be provided with an economic 
analysis undertaken by an independent agency like the Energy In- 
formation Administration or the Environmental Protection Agency 
before moving forward. In the past, this was considered routine. In- 
deed, multiple analyses were run at the request of Senators Bau- 
cus. Carper, Chafee and Obama during the 2003 to 2005 period 
when I chaired the Committee and we dealt with Clear Skies. 

I am asking that a letter that was sent to Senator Inhofe by 
those Senators be inserted into the record, because they said, we 
want analysis of all the bills before we do Clear Skies. We took the 
time. We had boxes of information, and that piece of legislation 
was like a pimple on the back-end of an elephant compared to this 
legislation that we are talking about, which is going to be the big- 
gest elephant in terms of our economy, our future and dealing with 
the environment. 

So Madam Chairman, I think it is important that we understand 
the implications of the votes we take on our economy and environ- 
ment and our respective States and Nation. This is serious busi- 
ness. Major organizations have major problems with this legisla- 
tion. The American public deserves to know what implication it has 
for jobs on the vulnerable people that live in our society, on our 
ability to deal constructively with the issue of climate change and 
the speed with which we can move to get the technology to capture 
carbon and to sequester carbon, to make a difference. 

So I am asking that you slow it down. I know that Bali is coming 
up in December, and I know that some people would like to go with 
maybe a scalp in their hand for doing something. But Madam 
Chairman, this is too important. This is too important to rush it 
down the road. Thank you. 

Senator Inhofe. Madam Chairman, I would ask for a unanimous 
consent request to have four letters entered into the record ex- 
pressing major concerns. 

Senator Boxer. Certainly. 

[The referenced material follow on pages 148-164.] 

Senator Boxer. Also, I understand that your side would like to 
have Senator Bond be the next Republican after Senator 
Klobuchar. 

Senator Voinovich, I don’t think Clear Skies ever became law. I 
think some people come here and they want to get things done. For 
the record, I will say that you don’t have to tell me that this is im- 
portant and that voices have to be heard, because I agree with you. 
That is why we have held 20 hearings on global warming. As a 
matter of fact 
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Senator VOINOVICH. But not on this legislation. 

Senator Boxer. If I might continue. We have held 20 hearings 
on the various aspects of global warming and the various ways to 
move to address it. The fact of the matter is, we had leaders from 
State, local government, county government, mayors, who are al- 
ready acting and we heard them. We heard from the biggest indus- 
tries who put forward the very concepts that are embedded in this 
bill. 

So I would take issue to the fact that this is being rushed. We 
may never go to Bali because we may have it scheduled here in the 
Senate, that has nothing to do with it. The fact of the matter is, 
we already have a subcommittee bill to go with to Bali and show 
how we are moving in a bipartisan way. That has nothing to do 
with it. The fact is, this is an urgent problem. 

Now, not only have we had 20 hearings on global warming, but 
we have had, as you pointed out, a subcommittee hearing on the 
legislation, a markup on the legislation where over 20 amendments 
were filed, and many of them discussed and voted on. We have 
planned two legislative hearings in the full Committee on this leg- 
islation; two members briefings, one of them I hope you will be at 
this afternoon on this legislation — good. In addition, we have daily 
briefings for individual staff members of our colleagues, where my 
staff is available. I personally am meeting with every single U.S. 
Senator on this Committee who wants to meet with me, so we can 
discuss the matter as deep as you want to go. If you are interested 
in amendments, we welcome that. We want this to be a very trans- 
parent process. 

So I would only say to you that I disagree with what you are say- 
ing. We are not rushing this through. We are doing this in the 
right way. I think if you disagree with the bill and you don’t want 
to have a bill, I respect that. But I don’t think that you should 
criticize the fact of the way we are getting this done. Because I 
think we are listening to members. We received a letter from you 
and other Senators demanding more hearings. We put those hear- 
ings on as a show of respect. If you want to have more briefings, 
we will have more briefings. We will brief every single day. 

I know Senators Lieberman and Warner’s staff are ready to dis- 
cuss this. We have invited — so many of your staffs have been doing 
such a great job on that. 

Senator Inhofe. I have to correct you on one thing. Madam 
Chair. 

Senator Boxer. I will yield to you when I complete. 

Senator Inhofe. All right, that is good. 

Senator Boxer. So my point is, you want to debate whether or 
not we should have legislation, but don’t bring up Clear Skies. That 
is a failure. That never got done. I am a Committee chairman that 
wants to work with each and every one of you to get something 
done. The American people are tired of the partisan bickering. 
They are tired of us not getting anything done. They see this issue 
coming at them. They are very concerned about it. I think the fact 
that Senators Warner and Lieberman reached out across the aisle 
to bring us a bill that is very carefully thought out and didn’t just 
come out of the blue, I mean, these provisions in here have been 
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discussed for years. Cap and trade system is already in progress 
in America on acid rain. 

So I just wanted to take the strongest objection to your points 
of view. I respect you, I really do. But I don’t agree with what you 
are saying. 

Senator Inhofe, I will be happy to give you equal time. 

Senator Inhofe. No, I don’t want equal time, because I want to 
get down to the Floor and get this thing done. But it has to get 
in the record that our staff has been requesting meetings with your 
staff for as long as this bill has been discussed, and that has been 
denied. So hopefully today will change that. 

Senator Boxer. OK, I sure would like to see evidence of that, but 
that is — but we are ready to go. 

Senator Klobuchar. 

STATEMENT OF HON. AMY KLOBUCHAR, U.S. SENATOR FROM 
THE STATE OF MINNESOTA 

Senator Klobuchar. Thank you. Madam Chair, and thank you 
for holding this historic hearing and for the work you have done. 

I also wanted to thank Senator Lieberman and Senator Warner 
for the difficult work they have done. 

What brings me to this issue is just what I have seen in our 
State, where we have hunters in Hibbing, Minnesota, who have 
seen the changes to the wetlands. We have seen ski resort owners 
who have seen a 30 percent reduction in profits because there is 
not enough snow. I went to Greenland and saw first-hand the melt- 
ing of these humongous icebergs where the water is coming off like 
spigots and we have lost the size of Texas and Arizona combined 
in ice into the sea. 

With all due respect to my friend. Senator Voinovich and my fel- 
low Slovenian, from my perspective of being someone new here, we 
have waited too long. We have waited while States have moved 
ahead and ahead and ahead and developed their own standards, 
where 31 States have had to develop their own climate registry be- 
cause we haven’t done it on the Federal level. We have waited 
while wildfires are raging in California, and we have seen bills that 
are similar to this that Senator Lieberman and Senator McCain 
put out there. 

So I think we have studied this enough to know that there is a 
problem. You know, when Justice Brandeis used to talk about how 
States could be courageous and be the laboratories of democracy, 
we have let them do that. Now it is our time. We stood in that 
chamber yesterday while the French President stood up and talked 
about the history of this country and how we have been on the 
front line, taking up bold challenges. When he brought up climate 
change, I would say the vast majority of the Senators and the Con- 
gressmen stood up and cheered and yelled that we were going to 
do something. 

Well, the rhetoric is over and it is time for action. I know that 
this bill isn’t perfect. I am sure there are things — I would love it 
to be exactly like our State’s law and I would love it to have all 
kinds of things that would promote more cellulosic ethanol and 
wind and specifically mention them. But it is not going to be per- 
fect for every State. 
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What this bill is is a strong, steady bill that brings in this idea 
of cap and trade that worked so well with reducing acid rain. It is 
going to at least give some direction to business to invest with cer- 
tainty to make the investments that we need to get us to where 
we are so we can lead the world instead of just following the rest 
of the world with investment in alternative technology and to be 
a leader in this new green revolution and energy independence. I 
know there are issues we should address, to look at how the cli- 
mate change evolves and if there are going to be some changes in 
the future and we should look back at it to have the proper incen- 
tives for clean energy. 

But basically, we need to start somewhere, and we need to get 
a bill going. I am not one that believes that we should wait until 
after the Presidential election to act on this. I have seen that water 
coming off those icebergs. I have seen what the people in my State 
see. I have seen the courageous acts of leaders across this country, 
governors. Republicans and Democrats, who have been willing to 
take on this issue. So I just don’t believe we can wait any longer, 
and we need to move now and I thank Senator Lieberman and Sen- 
ator Warner for taking the lead on this. 

Senator Boxer. Thank you. Senator. 

Senator Bond. 

STATEMENT OF HON. CHRISTOPHER S. BOND, U.S. SENATOR 
FROM THE STATE OF MISSOURI 

Senator Bond. Madam Chair, my sincere thanks to you, the 
Ranking Member and my colleagues for allowing me to go forward. 
It is strange being this far down on the table, but I came early and 
appreciate the chance to comment. 

Make no mistake, I support cutting carbon emissions. But there 
are many ways we can cut carbon emissions without cutting family 
budgets, and devastating sectors of America. We have the solutions 
available now, aggressive but achievable CAFE standards, a clean 
portfolio standard, wind, solar, hydro, tidal and zero carbon nuclear 
power, low-carbon biofuels and zero carbon nuclear plus capturing 
carbon emissions, cleaning up coal and getting sequestration of 
that carbon. 

But when I look at the bill proposed by my very good friends for 
whom I have high respect, the Senator from Connecticut, the Sen- 
ator from Virginia, I say this is a very problematic bill, among oth- 
ers, for farmers. It is a long and complicated bill with many de- 
tailed provisions. Staff is still struggling to understand it. Every 
time we peel back the onion, we find another layer. Whether the 
consequences of the provisions are intentional or not, vulnerable 
families, workers and farmers caught in its cross-hairs will feel 
very real pain. 

We are talking about a farm bill on the Floor today. I hope no- 
body makes the mistake of thinking that this cap and trade carbon 
emissions limitation bill won’t have a heavy impact on farmers. 
Now, the bill has tried to provide some relief to the stakeholders, 
as we often do around here, in this case with free carbon allow- 
ances. But no farmer should fail to understand that the farm costs 
of Lieberman-Warner far outweigh the benefits. They will suffer 
record high fertilizer prices. I have already pointed out they will go 
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even higher under this bill. For years, ammonia fertilizer that puts 
the nitrogen, the N factor, it used to cost farmers $250 a ton. No 
one thought it would break $400. Now it is seeing $500. 

I buy a little bit of fertilizer for my operations. I have seen the 
Triple 13 price go way up because of the cost of the nitrogen fer- 
tilizer. Not even corn at $6 a bushel can support where fertilizer 
prices are heading. The bill before us will make more expensive fer- 
tilizer’s main ingredient, natural gas. But electric utilities com- 
peting for natural gas can pay higher natural gas prices, passing 
that along to their consumers. I am one of the elderly Midwestern- 
ers who has to pay those bills. But there are a lot of people who 
have a lot of problems meeting those costs. 

But they buy up natural gas, we drive natural gas-using indus- 
tries offshore and the jobs they create. Foreign fertilizer imports 
are coming in from cheap natural gas countries like China, Russia 
and the Persian Gulf. But they have already risen to more than 
half our supplies. 

Now our farmers are being dependent on Persian Gulf imports. 
Farmers will face much higher fuel costs to run their trucks, higher 
drying costs and higher transportation costs to get to the market. 
The bill attempts to buy off family farmers by allocating them Ag 
and forestry sequestration allowances, but the effort falls far short. 
The total number allocated will fall 70 percent by 2050. The 
amount actually reaching farmers is unknown since they must 
share with forestry. Also it is unknown whether active farmers can 
even continue qualifying projects that have to show long-term miti- 
gation benefits. 

How are we going to get our food supplies? Farmers receiving al- 
lowances will still be deluged with higher fertilizer costs, transpor- 
tation costs and higher heating. The Warner-Lieberman Ag Offset 
program could decimate small communities. Desperate electric util- 
ities, lacking technologies to cut emissions, would take full advan- 
tage of the bill’s offset. They have billions of dollars to spend retir- 
ing crop land. Hey, we need that crop land for food. 

But the existing Conservation Reserve Program authorized by 
the Farm Bill took more than 30 million acres out of production. 
I support it, but that program has limits to prevent harm to the 
area because we have already seen harm. Because in the West and 
some parts of the Midwest, communities suffered when the eco- 
nomic viability of those serving the farm community were de- 
stroyed because of excessive GRP enrollments. 

This Committee has not considered these. I think that this is just 
one of the many problems that this bill causes. I appreciate the 
chance to share my concerns and we will be hearing more about 
them. 

I thank you. Madam Chair. 

Senator Boxer. Thank you so much. Senator. 

Senator Carper. 

STATEMENT OF HON. THOMAS R. CARPER, U.S. SENATOR 
FROM THE STATE OF DELAWARE 

Senator Carper. Thank you. Madam Chairman. 

Anyone in this country or the world who might be wondering 
why we haven’t made more progress on addressing issues like cli- 
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mate change need only listen to the first 30 minutes of discussion 
in this hearing. We are divided on these issues. These are difficult 
issues, there is a lot of disagreement. It is not entirely partisan, 
but it certainly is strong and it is just difficult to overcome. 

I just want to start my comments by thanking my friends, Joe 
Lieberman and John Warner and our Chair for having the courage, 
temerity and the will to try to forge a compromise in the face of 
all these different opinions, conflicting opinions. It is not an easy 
thing to do, and I say this as one who sought to address this issue, 
at least with one sector, and that is the power plant sector in our 
country. 

Having said that, I want to be able to support this legislation. 
In order for me to be able to support this legislation, I need assur- 
ances that the concerns that many of you heard me state for years, 
that we also use this as an opportunity to address the emissions 
of sulfur dioxide, nitrogen oxide and mercury, we don’t let this op- 
portunity pass us by. I am also concerned, deeply concerned, with 
the way that we allocate credits under this proposal, because I be- 
lieve we should allocate credits to those who produce clean energy. 
We ought to incentivize those who are producing the most elec- 
tricity with the least amount of pollution. I have said to many of 
you, I just don’t believe we are true to that principle here. If we, 
in my view, for me to be able to support this legislation, I need as- 
surances that that will be addressed, too. 

I come from a little State on the East Coast, about 100 miles 
long and about 50 miles wide at our widest point. Delaware and 
other States along the mid-Atlantic, along the East Coast, we find 
ourselves at the end of the tailpipe, if you will, of emissions that 
are put up in other parts of our country. As Governor of Delaware, 
when we were fighting and trying to come into compliance with ni- 
trogen oxide emissions and so forth, we literally, we are not in at- 
tainment in any of our three counties. We could almost close down 
our State, close down our industries in our State, not drive at all, 
and we would still have parts of my State that would not be in at- 
tainment for ozone. 

It is not our fault. The fault is the people who live in West Vir- 
ginia, where I was born, the people who live in Virginia, where I 
grew up, the people who live in Ohio where I went to Ohio State, 
along with my colleague, George Voinovich, the people who live in 
Kentucky where my sister and her family live. They and other 
States are putting all kinds of stuff up into the air, nitrogen oxide, 
sulfur dioxide and mercury, that harms my State, not just my 
State, the health of people in my State, but other States along the 
East Coast, north and south. 

Delaware has the highest rate of asthma among children of any 
State. One out of every eight kids in my State suffers from asthma. 
I was principal for a day in a school in our State a couple of weeks 
ago, it is a wonderful program that we have. I stopped by a lot of 
classes. I also stopped off to visit the school nurse. I said, what 
kinds of problems are you hearing from kids, these are sixth, sev- 
enth, eighth grade kids. I thought it might be attention deficit dis- 
order, I thought it might be flu, I thought it might be this or that. 
She said, it is asthma. We have so many kids here who have asth- 
matic attacks, who have to take medicine every day, who go to the 
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hospital. In my State, it is not just by dozens or scores or hun- 
dreds, it is thousands of kids who are going to be hospitalized some 
time during the course of this year. 

With respect to sulfur dioxide emissions in this country, 24,000 
Americans will die, 24,000 Americans in this country will die from 
sulfur dioxide emissions this year just because of those emissions 
from power plants. Not the other sources. Two-thirds of the sulfur 
dioxide emissions come from power plants. Twenty-four thousand, 
24,000 this year, over 400 this week, today before we go to bed to- 
night, some 60 more will die because of sulfur dioxide emissions. 

We have another chart that shows mercury. I eat a lot of fish, 
maybe you do, too. We encourage people to eat fish because it is 
good for their health. But if you happen to be a woman who is 
going to become pregnant, that child that you are going to give 
birth to may not be so fortunate. Because we know in this country 
there are going to be 600,000 plus kids that are going to be born 
this year to moms who have very high levels, carry high levels of 
mercury, in many cases because of the fish that they ingest. 

A large part of that mercury, about 40 percent, I think the larg- 
est source of mercury pollution in our country comes from power 
plants. For us to ignore the threat to our health caused by sulfur 
dioxide emissions, nitrogen oxide emissions and mercury emissions, 
for us to fail to take this opportunity to address them I think we 
would make a big, big mistake. 

Again, I want to support this legislation. I hope to be able to sup- 
port this legislation. Madam Chair, I have indicated, and I appre- 
ciate your willingness to meet with all of us. 

I will close with this. I appreciate the fact that we have tried to 
address the transportation sector here, and its contributions to our 
problem and to our solution. I would hope, and as I said to Chair- 
man Boxer yesterday, I would have us focus on three things with 
respect to transportation. One, clean fuels. Two, clean cars. Three, 
other options to travel around our communities, around our States, 
around our country, other than our cars, trucks and vans. 

The last thing I would say, there is going to be an amendment 
on nuclear. I am an advocate of nuclear power. I think nuclear en- 
ergy is part of the solution. We can have a nuclear amendment 
that is offered in Committee or on the Floor that actually addresses 
clean energy and moves us closer to clean energy in reducing these 
emissions, or we can just have a nuclear amendment that frankly 
doesn’t move us in the direction that we need to go. I think it is 
important that those of us who think that nuclear is part of the 
solution that we come up with a compromise that actually makes 
sense and gets the job done. 

Thank you. Madam Chair. 

Senator Boxer. Senator Carper, thank you for your thoughtful 
presentation today. 

Senator Vitter. 

STATEMENT OF HON. DAVID VITTER, U.S. SENATOR FROM THE 
STATE OF LOUISIANA 

Senator Vitter. Thank you very much. Madam Chair. I will be 
brief and submit the rest of my statement for the record. 
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I certainly agree with you and others that this is an extremely 
important issue. I also agree with you and others that the stakes 
are very, very high. That is exactly why we need to make sure we 
get this right. I also agree with Senator Voinovich and others on 
this side of the Committee who have expressed grave concern about 
this accelerated process with regard to this particular bill. Because 
I don’t think it allows us the opportunity to get it right. 

Yes, there has been discussion of global warming for years in 
Committee hearings. That is not the same at all as hearings spe- 
cifically on the provisions of this very voluminous and complex bill. 
So I would again urge the Committee to have more hearings spe- 
cifically on this bill, so we can try to get it right. 

I don’t think there is any State represented here that has more 
at stake, quite frankly, than my State of Louisiana. Climate 
change, global warming, particularly to the extent it can affect sea 
levels, could have an enormous impact on coastal Louisiana, the 
most coastal State, in many ways, of any of our States. At the same 
time, if we act rashly or unwisely and do things with regard to our 
present fuels that aren’t justified and that don’t produce results, 
Louisiana will be among the first States to feel that hit to the econ- 
omy. 

So we do have to get it right. We do have to figure out what will 
have an impact, what the science supports, how we intelligently 
deal with this issue. I am just very, very concerned that we are 
taking as big and complex and important a bill as I have ever seen 
in the Senate and rushing through with regard to it, acting on 
sound bites, in my opinion, not science. Perhaps good politics, but 
not sound policy. 

I am eager to hear from the witnesses. I am eager to hear from 
more witnesses, so that we can look carefully at a very long, com- 
plex bill and try to get it right. But I do again underscore that I 
believe we need more time and hearings specifically about this bill 
in order to do that. 

Thank you. 

Senator Boxer. Thank you. Senator. 

Senator Lautenberg. 

STATEMENT OF HON. FRANK R. LAUTENBERG, U.S. SENATOR 
FROM THE STATE OF NEW JERSEY 

Senator Lautenberg. Thank you. Madam Chairman. I begin by 
thanking you for holding this hearing. Your leadership has spurred 
action on so many issues of great concern, and we are grateful to 
you for your activity. 

I also want to thank Senators Lieberman and Warner for their 
determination and diligence on this legislation and for making 
changes and improvements as the bill moved through our sub- 
committee. We have to face it: one can’t find a more critical envi- 
ronmental issue facing this Committee or our country or our world 
than fighting global warming. We need legislation that faces this 
problem head-on. 

Otherwise, I believe that our descendants, as nearby as our chil- 
dren and certainly our grandchildren will never understand our un- 
willingness to deal with this situation. We worked very hard in this 
Subcommittee to improve the good start that Senator Lieberman 
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and Senator Warner put forward. Together, we enlarged the reduc- 
tions and emissions from 10 to 15 percent by 2020. By expanding 
the bill to include natural gas, it protected States’ rights to go be- 
yond Federal benchmarks and created a process for independent 
scientists to continually evaluate whether we need stronger laws to 
fight the effects of climate change over the long term. 

But if we want our actions on global warming to match the goals 
of science, there is still more work that has to be done on this bill. 
The Union of Concerned Scientists has made it clear that true lead- 
ership against global warming means the United States should re- 
duce emissions by at least 80 percent by 2050. I hear our friends 
who say they are concerned about jobs and the economy and so 
forth. But my friends, there is an endangered species out there. It 
is called human beings. Unless we get onto doing something about 
it, we will be looking back, yes, there will be plenty of jobs avail- 
able, there just won’t be enough people to do them. 

Despite these ominous warnings, the bill before us would achieve 
only a 60 percent reduction by 2050, less than what is needed to 
fully protect the world we are accustomed to. We need to reach fur- 
ther to meet the long-term standard. The bill also gives away cost- 
free permits for industry to emit greenhouse gases until 2035, a 
full 28 years from now. We need to move to a polluter pay system 
much earlier, and our Committee should act aggressively to move 
this date forward. Moving to a polluter pay system will make it a 
smart business decision for companies to reduce their greenhouse 
gas emissions and develop new, cleaner technologies. 

Finally, we should think twice before giving out the majority of 
free permits to companies with the highest level emissions, such as 
coal power plants, to encourage companies to go green. Some of 
these permits should be given to clean companies, such as those 
that promote solar power and other energy sources that have fewer 
or no emissions. 

Again, I think we are off to a good start with this legislation. I 
am hopeful that this bill can be improved as the process moves for- 
ward. Before closing. Madam Chairman, I want to respond to our 
friend Senator Inhofe, who said cap and trade don’t work. Well, I 
will tell you, it had a heck of a good effect, positive effect on acid 
rain. So the system works, and we have to be able to use it care- 
fully, but not to ignore it. Thank you very much. 

Senator Inhofe. Well, since he referenced me, let me just re- 
spond to that. Cap and trade in acid rain is not the same animal 
that we are talking about, the cap and trade today. The example 
that we have, the model that we have is in Western Europe, of 15 
countries, only 2 are able to meet their expectations or their goals. 

Senator Lautenberg. I said what I said, thank you. 

Senator Boxer. Thank you. Senator. 

Senator Inhofe. Yes, and I said what I said, thank you. 

Senator Boxer. Yes, you did. 

Senator Lautenberg. Are we going to have a tit for tat? 

Senator Carper. This reminds me of Popeye the Sailor Man. I 
am what I am. 

[Laughter.] 

Senator Boxer. Well, at the next briefing, I will hand out spin- 
ach to everyone. 
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Senator Barrasso. 

STATEMENT OF HON. JOHN BARRASSO, U.S. SENATOR FROM 
THE STATE OF WYOMING 

Senator Barrasso. Thank you very much, Madam Chairman, 
and thank you for your kind words at the beginning of this hear- 
ing. As I have stated before, the debate on global warming can’t be 
ignored, can’t be rejected. We must adapt, we must make changes, 
we must be ready and we must be ready to put our money where 
our best hopes are. A number of us had a chance to sit down this 
morning. Madam Chairman, with Thomas Friedman, the author of 
the book. The World Is Flat. He is working on his new book, and 
it is on energy and a greener planet. 

I will tell you I believe we cannot simply though shut off our cur- 
rent traditional energy sources by setting unrealistic goals for the 
industry in my home State, which for the most part is carbon-based 
but also we are committed to renewables in our State of Wyoming, 
where we have been blessed with incredible resources and can do 
a lot to help our Nation become energy independent. 

There is a story in today’s Wall Street Journal, page A4, and it 
is called. Why Coal Is To Get Additional Attention. The Inter- 
national Energy Agency says that with tightening energy supplies 
and a surge in global warming emissions, as China and India burn 
more coal to power their booming economies, it talks about China 
and India, and I am going to go through this because of why I be- 
lieve it is important that we in America today invest in the tech- 
nology. Because no matter what we do in America, if we don’t have 
the technology to apply worldwide, we are not really going to solve 
the problem that we are aiming at solving, which is a world that 
by the year 2030 will be consuming 55 percent more energy than 
it is now, with almost half of that growth because of soaring de- 
mand in China and India. 

Coal share is expected to jump to 28 percent of global consump- 
tion from 25 percent in the next 25 years. There are tables that 
talk about as China’s and India’s demand for coal continues to in- 
crease, that will drive up global CO 2 emissions. There are some 
charts. China and India will account for 80 percent of the growth 
in coal consumption over the next two decades. Then it goes on to 
talk about renewable sources, and it says, they will grow, but all 
renewable energy sources will remain a fraction of total energy use 
globally in 2030 at about 10 percent, unchanged from the percent- 
ages of today. 

So I look at the current language of the bill, I have concerns 
about the ability of coal-fired power plants to be able to capture 85 
percent of the carbon emissions. That is not scientifically feasible 
today and I was pleased at the subcommittee to hear Senator 
Lieberman say that he is interested in working with me and stair- 
stepping to that point over a number of years going into the future. 
Because we need to innovate, we need to prepare for changes, but 
we need to retain our ability to use the power we need today, so 
that the companies have the resources that they need to develop 
the clean energy technologies that we will need for tomorrow. We 
need to continue to invest in improving existing energy industries 
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today, and that is going to create the new jobs and strengthen the 
economy. 

I do worry about unintended consequences that they will have, 
that energy limitations will have on our economy. There was a 
Washington Post article yesterday that speaks to the high energy 
costs that the average taxpayer will have to pay under certain leg- 
islation. But I want to reiterate that I do want to address the prob- 
lem of global warming. We can get there, but only if we show 
China and India that we can pass a bill that strengthens our econ- 
omy, creates jobs, and develops the needed technology that can be 
used worldwide to continue in our fight for a cleaner environment. 

So I would like to continue to work with the members of the 
Committee on achieving these objectives. Thank you. Madam 
Chairman. 

Senator Boxer. Thank you. Senator, very much. 

Senator Cardin. 

STATEMENT OF HON. BENJAMIN L. CARDIN, U.S. SENATOR 
FROM THE STATE OF MARYLAND 

Senator Cardin. Thank you. Madam Chair, and let me thank 
you for your leadership on this issue and getting us to where we 
are today. I want to thank Senator Lieberman and Senator Warner 
for their extraordinary leadership and patience as we try to put to- 
gether a bill that will really speak to the priorities of our Nation 
and have an excellent chance of being passed. The American Cli- 
mate Security Act gives us our best hope to pass meaningful cli- 
mate legislation and once again put America back into the leader- 
ship role on the world stage. 

I am proud to be an original co-sponsor of this legislation. The 
cap and trade program at the heart of the bill is an effective meth- 
od to drive down emissions permanently and cost-effectively. By 
harnessing the power of the marketplace, the system puts Amer- 
ica’s greatest strength, our economy, to work on the Nation’s most 
important long-term environmental issue. 

I must tell you. Madam Chair, I think this issue represents more 
than just an issue of climate change. It is a matter of national se- 
curity for us to use less fossil fuels, so that we can have control 
of our own destiny on energy, we don’t have to finance countries 
that disagree with our way of life. I think it is in our economic in- 
terests to deal with this issue. 

So I think it is a win-win-win situation, it allows us to pay prop- 
er attention to our environmental concerns as well as dealing with 
our energy independence and the security issues. 

The American Climate Security Act is based on two important 
pillars. By setting a firm and declining cap on emissions, we begin 
to address the underlying problem of global warming and the emis- 
sion of greenhouse gases into the atmosphere. The bill keeps get- 
ting better in this regard. It started with the announcement of an 
outline, we then saw the text of the bill, which I think was an im- 
provement. We then had the Committee markup, which was an im- 
provement. It keeps getting better. Senator Lieberman. I applaud 
you for these efforts. 

We are not quite done yet. I think we can still improve this bill 
and I hope that we will improve this bill. I hope that in two re- 
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spects that we will be able to improve the bill. First, it is clear to 
me from the scientific information that is available that we should 
strive for an 80 percent reduction by the year 2050. I hope that will 
be our goal. 

Second, it seems to me that from the inception of the caps, we 
would be better off auctioning the credits to the utilities and the 
companies, which would give us not only revenue coming in earlier, 
putting market forces to work earlier, but it would also give us the 
financial wherewithal to deal with the problems of low and mod- 
erate income consumers and the cost of energy, as well as devel- 
oping the types of technologies and, I hope, good jobs that Senator 
Sanders talks about frequently, that will be available as a result 
of new technology. 

So I think for all those reasons, I would hope that we would get 
to an earlier start, a more ambitious goal, and to be able to really 
put our market forces together earlier. I think this bill is a great 
bill, a great start. It restores America’s international leadership on 
this issue and I am proud of the work of our Committee. 

Thank you. Madam Chair. 

[The prepared statement of Senator Cardin follows:] 

Statement of Hon. Benjamin L. Cardin, U.S. Senator from the 
State of Maryland 

Madame Chairman, thank you. 

First of all, let me reiterate my congratulations to Senator Lieberman and Senator 
Warner for the great work they have done in crafting the bill we have before us 
today. 

America’s Climate Security Act of 2007 gives us our best hope to pass meaningful 
climate change legislation and once again put America back into a leadership role 
on the world stage. I am proud to serve as an original cosponsor of the bill. 

The cap and trade program at the heart of the bill is an effective method to drive 
down emissions permanently and cost-effectively. By harnessing the power of the 
market place, this system puts America’s greatest strength — our economy — to work 
on the nation’s most important long-term environmental issue. 

And climate change represents more than just an environmental issue. Our en- 
ergy independence and our national security are at stake as well. 

We need to rid ourselves of a dangerous reliance on imported oil. Oil prices now 
hover around $100 a barrel. 

The amount of our national fortune that is going to regimes that stand in opposi- 
tion to American values is vast and continues to grow. This bill can help us break 
that dependence. 

Reducing our dependence on foreign oil will strengthen American security. Reduc- 
ing the threats posed by climate change will also improve American security. 

As defense analysts have pointed out, social disruptions related to sea level rise, 
storm severity, and other climate changes increase the risk for instability across the 
globe. The world is already perilous enough. 

This bill presents a way forward. 

America’s Climate Security Act is based on two important pillars. By setting a 
firm and declining cap on emissions, we begin to address the underl 3 dng problem 
with global warming: the emissions of greenhouse gases into the atmosphere. 

The bill keeps getting better in this regard. The outline announced in August 
pointed us in the right direction. The text of the bill when it was introduced was 
further strengthened in this regard, with somewhat tighter caps. The bill reported 
out of the subcommittee moves us even further in the right direction. 

We aren’t there yet. The best scientific minds in the world tell us that we need 
to reduce emissions by 80 percent by 2050. We should not shy away from that 
benchmark. In fact, we should embrace it. The stakes are simply too high for us 
to come so far, but still fall short of what science demands. 

Similarly, the cap-and-trade program in the bill also keeps getting better. But I 
am a firm believer in the power of the American economy and in American inge- 
nuity. Rather than giving away allowances to certain sectors of the economy for dec- 
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ades, we should adopt a full auction of all pollution credits beginning immediately, 
and put those proceeds to the public uses outlined in the bill: 

• to cushion cost increases to low- and moderate-income consumers; 

• to invest in the new ’green’ jobs that will transform our workforce; and 

• to manage our adaptation to changes in the natural and world landscapes. 

The legislation also provides some key incentives for energy efficiency. Today’s 
witnesses will describe energy efficiency as the low-hanging fruit’ that can help us 
get off to a fast start in reaching the objectives of this legislation. I want to focus 
on a specific energy efficiency technology that is available today and already reaping 
the kinds of rewards that the larger bill promises. 

The COa-reducing potential of America’s Climate Security Act will be enhanced 
by the deployment of a smart electric grid or “Smart Grid,” which can lower elec- 
tricity consumption by 10% and grid-related emissions by 25%. (DOE, EPRI Study). 

Since grid-related emissions are 40% of total CO 2 emissions in the United States, 
the reductions that a Smart Grid will allow are significant. 

Smart Grid is a 2-way, interactive, data-producing communications network that 
overlays the existing electric grid to transform every electrical outlet into a “smart 
socket.” This allows utilities in real-time to turn down millions of air conditioners, 
pool pumps and other appliances during times of peak demand to make. This control 
allows Smart Grid to make additional megawatts equivalent to those produced by 
new power plants, but at less cost to consumers and the environment. 

Smart Grid is being deployed today by a Maryland company to two million homes 
and businesses in Dallas, Texas. 

As we look ahead to a markup session, I hope that we will take a closer look at 
this successful example and focus on how we can provide the right economic signals 
to deploy these cutting-edge technologies sooner. 

This legislation is a major step forward for all of us who want to act now to curb 
the explosive growth in greenhouse gas emissions. It is comprehensive and bi-par- 
tisan and everyone agrees that this bill represents our best hope of enacting mean- 
ingful global warming legislation during this Congress. 

I will work to further strengthen this strong bill as it moves through this Com- 
mittee and the Senate floor. 

I look forward to hearing from today’s witnesses, and moving this landmark legis- 
lation quickly through the full Committee and on to the floor of the Senate. 

Congress and America need to once again establish our rightful place as world 
leaders. Thanks to Chairman Boxer, Senators Lieberman and Warner and their 
America’s Climate Security Act, that time is now. 

Senator Boxer. Thank you, Senator Cardin. 

Senator Craig. 

STATEMENT OF HON. LARRY E. CRAIG, U.S. SENATOR FROM 
THE STATE OF IDAHO 

Senator Craig. Madam Chairman, thank you very much. 

I don’t fear at all the process you have set forward, as long as 
it is open, clearly transparent and allows a fair and responsible 
vetting of alternatives. My position has been consistent over the 
years. Madam Chairman, cap and trade is obsolete in its approach 
toward greenhouse gas reduction. It hasn’t worked. I don’t think it 
will work. This bill clearly distorts. If you are a coal State, you 
have the allocation. If you are not a coal State, you don’t. 

My State of Idaho is the cleanest State in the Nation today, and 
we are proud of that. We get nothing but higher energy prices. 
There is no benefit for Idaho unless you design a system that is 
output-based. Therefore, entering this concept, the concept is 
flawed. 

What we are doing in an economy-wide way is simply transfer- 
ring wealth. That does not stimulate the kinds of things that we 
need. When we were crafting EPAC05, I jokingly said. Madam 
Chairman, we ought to call that the Clean Energy Act of 2005. 
Why? Because what it did is now showing up in the marketplace. 
It stimulated nuclear, it stimulated cellulosic in the area of 
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biofuels, and it has stimulated greatly efficiencies. That is where 
we ought to be headed, because in every one of EPACOS’s issues 
and results, we are producing clean energy. We haven’t penalized 
the consumer. We are not distorting the marketplace. We are driv- 
ing ourselves, as we should, by allowing our Government to 
incentivize the marketplace toward cleaner energy. 

Now, I am sorry Senator Clinton isn’t here today, because last 
week out in Iowa she did something that somewhat surprised me, 
and I was frankly — let me put it this way. Madam Chair, and I 
would wish your attention. Senator Clinton did something that sur- 
prised me and deserves to be complimented by it. I am going to 
hand around a chart that shows what Senator Clinton has pro- 
posed as it relates to climate change legislation from CAFE to port- 
folio standards to RES, incentives, much paralleling what the cur- 
rent Administration is doing in some respects, and much paral- 
leling what many of us on this side are doing in relation to driving 
the marketplace toward efficiencies and new and clean energy. 

So I applaud the Senator, I wish she were here today. I don’t 
often compliment her. But she deserves to complimented when she 
gets it right. I find that it is most interesting that it is in many 
ways in conflict with the great piece of legislation that some are 
bestowing compliments on today that are driving us in the direc- 
tion that this Committee thinks it is being driven. 

I would request of you. Madam Chair, a thorough analysis, a 
thorough analysis by EIA and by EPA of this legislation. We are 
going to request that. There should be a time of adequacy, so that 
we can thoroughly understand. None of us dispute the magnitude 
of the effort. None of us therefore dispute the magnitude of the im- 
pact of the effort if we get it wrong. The rest of the world is frus- 
trated. They have tried and they are failing. It is only through new 
technologies and efficiencies, and incentivizing the marketplace to 
drive us in that direction, that we get there. 

This is not a time to rush to get it wrong. This is a time to think 
about and work at getting it right. Therefore, Madam Chair, I 
would respectfully request that the markup of Lieberman-Warner 
be postponed until we have the effective and responsible analyses 
by those, shall we say, impartial groups and impartial observers, 
so that we can look at this through the eyes of somebody other 
than those of us who by our character tend to be a little bit more 
political than we tend to be policy. In this instance, I would hope 
that we could back off, take a deep breath and allow ourselves to 
analyze what we are doing as we do it. 

Thank you. Madam Chair. 

Senator Boxer. Thanks, Senator. 

Since you asked something of me, I will respond to you. We 
haven’t even announced when the markup is. So postponing a 
markup that hasn’t even been announced doesn’t even really make 
much sense. 

The other thing is, we are going to have so many briefings here, 
we are going to make it so easy for members and staff that I hope 
you will feel very comfortable with that. I also 

Senator Craig. Well, Madam Chair, let me say this 

Senator Boxer. Let me finish first, and then I’m happy to 
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Senator Craig [continuing]. asking you to postpone a briefing 

for me does make sense. I am sorry you misinterpreted me. 

Senator Boxer. Sir, sir, I didn’t interrupt you and I am going to 
finish my comments 

Senator Craig. Of course you will. 

Senator Boxer [continuing]. and then I will be glad to call on 

you. Thank you very much. 

Senator Clinton is also on Sanders-Boxer. So let’s not distort 
Senator Clinton’s strong views that we need global warming legis- 
lation. Yes, she is for all the other things we are all for. But she 
is also for global warming legislation. I just wanted to set the 
record straight on that. 

In any case. Senator, I went back and looked at the record, the 
time before long ago when we passed the great landmark environ- 
mental legislation. We heard the same thing then: don’t do it, it is 
not time, we need more information. We all know what a slow 
dance is around here. We weren’t born yesterday. 

So there seems to be a very interesting chorus over there, let’s 
slow it down, let’s slow walk it. On this side of the aisle, and I 
think Senator Warner believes this, and I am going to have a state- 
ment e-mailed up and the staff is putting it into writing. We think 
the time is now to act. But we certainly will give your side of the 
aisle on this particular request more consideration. We have added 
hearings, briefings, we are happy to do that. 

We think this legislation, this Lieberman-Warner bill, as it is 
being improved, really as it goes through, deserves to be examined 
and looked at. We are very proud of it. So we will be happy to do 
that. 

Senator Craig, did you want to respond to my comment? 

Senator Craig. Thank you. Madam Chair. Your courtesies are al- 
ways appreciated. 

Senator Boxer. Senator Sanders. 

STATEMENT OF HON. BERNARD SANDERS, U.S. SENATOR 
FROM THE STATE OF VERMONT 

Senator Sanders. Thank you very much. Senator Boxer, and 
thank you very much for your leadership. 

We have come a long way in a year, and I think you. Senator 
Boxer, are one of the people responsible for turning this debate 
around. Because all over the world, as people grapple with the 
cross of global warming, they are wondering what is happening in 
the United States. Thankfully, we are beginning to at least in a se- 
rious way begin to address the problem. As I think most members 
of the Committee know, I have serious problems with this legisla- 
tion, because I believe it does not go far enough. 

I don’t think it is asking too much from the American people to 
ask why it is that we are not listening to the scientific community 
and doing what they say needs to be done to avert the enormous 
tragedy that faces us if we do not get our act together. What the 
scientific community has said over and over again is, we made a 
mistake. We under-estimated the problem of global warming and 
the severity in which this problem is surfacing. Anyone who looks 
at the front pages of the paper any given day knows that they are 
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right. They are saying, we have to he more aggressive, not less ag- 
gressive. 

Colleagues, what I heg of you, we cannot continue to do politics 
as usual. We need to work this issue without old-fashioned deal 
making. The time is too late, the planet depends upon hold action. 
When the scientists are telling us that at the least, if we are going 
to avert a tragedy, with a 50-50 chance, we need to reduce green- 
house gas emissions by 80 percent by the year 2050, to my mind, 
the 63 percent at most that Lieberman- Warner does just doesn’t go 
far enough. We have to do better than that. 

There are a number of other issues within this bill dealing with 
the auction that I think Senator Carper and Senator Lautenberg 
touched on. I would echo their concerns about the need to say to 
polluters, I am sorry, you can’t have 20 or 25 years to continue to 
destroy the environment. You must start paying if you are going 
to pollute. 

I also have concerns about the new entrants provisions, which 
gives support to existing fossil fuels, but do not encourage the new 
sustainable energies. 

Mostly I want to spend these few minutes by saying that while 
there is a lot of bad news out there, there is some extraordinarily 
good news. My view, in fact, is we know how to reverse global 
warming. It is out there. Right now, in the southwestern part of 
this country, and I know Mr. Darbee, who is head of Pacific Gas 
and Electric, he will speak to this, we are making great strides in 
energy efficiency. The potential out there is enormous. Cities, my 
city of Burlington, VT, States like California, making great strides. 
One of the major concerns I have about this piece of legislation is 
that when you look at the auction beneficiaries, while there is a big 
pot of money for zero and low-carbon energy technology, there is 
not one nickel specific to energy efficiency, which everybody knows 
is the low-hanging fruit. We can make huge gains. Let’s do that. 

Second of all, in terms of solar energy. Pacific Gas and Electric 
has signed a contract with an Israeli solar plant company which 
will produce 535 megawatts of electricity. That is a small nuclear 
power plant, zero greenhouse gas emission. They are estimating 
that the cost of that will be 10 cents a kilowatt hour, competitive 
day. The cost is going to go up minimally over the next 25 years. 
Let me quote from the Federal Government’s own National Renew- 
able Energy Lab. They are saying “The cost for concentrated solar 
power technologies are declining from approximately 16 cents per 
kilowatt hour to approximately 8 cents in the year 2050,” 8 cents 
per kilowatt hour for non-polluting solar energy. It is sitting there. 
These plants cost about $2 billion apiece. If we put $20 billion into 
it, we can produce gigawatts of electricity, huge amounts of elec- 
tricity. Why aren’t we doing that? 

Wind is sitting out there. We have recently learned that there is 
a small wind turbine manufacturer who for $10,000 can produce a 
small wind turbine that can produce 40 percent of the electricity 
in a given home, $10,000. You subsidize that, as California is al- 
ready doing, by $5,000, we could have millions of these turbines 
out there. 

So my main concern about this piece of legislation is we are not 
taking advantage of the technologies that are existing now. I don’t 
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know, Senator Barrasso, what the future of clean coal is. I don’t 
know that. I am willing to explore it. But what I am telling you 
now is you don’t have to spend hundreds of billions of dollars on 
wind and solar to determine whether it is going to work. It is work- 
ing today. We make a grave mistake by not working with those 
utilities like Pacific Gas and Electric who are already doing the 
right thing. 

So let me just conclude by saying, we know the answers. They 
are sitting out there, cities, towns. States are already doing it. Util- 
ities are beginning to do it. Let us work with those, we can make 
giant steps forward in saving the planet. Thank you. Madam Chair. 

Senator Boxer. Thank you. Senator. 

Just a couple of items, I would ask unanimous consent to place 
Senator Isakson’s full statement into the record. 

[The prepared statement of Senator Isakson follows:] 

Statement of Johnny Isakson, U.S. Senator from the State of Georgia 

Thank you Madam Chairman. 

In July 2007, I took a two-day trip to Greenland with members of the Senate En- 
vironment and Public Works Committee to view the effects of climate change and 
to learn more about its impacts on the ice and glaciers of the world’s largest island. 
My visit to Greenland was informative to see firsthand what we all hear so much 
about. What is occurring in Greenland today began 14,700 years ago at the peak 
of the last ice age. 

Two brilliant scientists who accompanied us. Dr. Richard Alley of Penn State and 
Dr. Minik Rosing of Denmark, both confirmed that the climate has changed natu- 
rally in the past, including warming about 14,700 years ago as the last ice age 
ended. They told me that most scientists believe that at least some of the recent 
warming has been accelerated by carbon. However, they could not say for sure by 
how much. 

With those facts as a backdrop, and given the uncertainty in the science behind 
the causes of climate change, I believe that we should take proactive steps, both per- 
sonally and as a nation, to reduce our emissions footprints. One of those steps is 
addressing the carbon issue in the context of promoting all sources of renewable en- 
ergy. You cannot reduce carbon levels without reducing the burning of fossil fuels, 
and you cannot do that without building nuclear power plants and furthering the 
development of cellulose-based energy. 

My state of Georgia already enjoys the benefits of nuclear power from Plant 
Vogtle, which is applying for one of the first Nuclear Regulatory Commission li- 
censes for reactor expansion. Our state has the greatest supply of cellulose in our 
forest products industry. 

Our country has responded in the past to challenges with innovation and incen- 
tives. The issue of carbon reduction in our nation should be approached in the same 
way and through the same processes. Reducing the burning of fossil fuels without 
developing all our renewable resources would be a mistake. 

I commend Senators Warner and Lieberman and their staff for the bipartisan way 
in which they came together, and for the work they have done in attempting to tack- 
le a tough issue. They are to be commended for their efforts. I do have concerns, 
however, that this legislation puts mandates on our economy without providing tools 
to meet those mandates. 

For example I would have preferred to see a bill that is comprehensive in not only 
the requirements for reductions in carbon, but also in offering incentives and meth- 
ods on how to get there. I see no specific mention of nuclear power in here. I see 
no specific incentives for retrofitting coal fired power plants so that power genera- 
tors can keep existing baseline capacity. I see no mention of programs to help Amer- 
ica’s manufacturers retool their equipment and processes to meet these mandates. 
In fact. Senator Lieberman in the Subcommittee markup said: “It’s hard to imagine 
that [Lieberman-Warner] will not cost-over time — these two sectors (electric power 
and industrial), hundreds of billions of dollars to comply with the demands of this 
bill,” 

To Senator Warner and Senator Lieberman’s credit, they have pledged that they 
will work with me and others on the Committee who share these concerns. I appre- 
ciate their willingness to work with us, and look forward to doing so through this 
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process. However, I am extremely concerned that the additional energy costs in this 
bill will put a significant burden on Georgia’s hard working families. 

In closing, I am concerned that, in a rush to judgment, this Committee and the 
Senate will enact measures that will have dramatic negative effects on our manufac- 
turing sector while also causing significant increases in the cost of power genera- 
tion. As members of the Environment and Public Works Committee we have a very 
important responsibility. We should work to ensure that we enact common-sense 
measures designed to address climate change that have been thoroughly debated, 
while ensuring that the economic impact of these measures on our economy is not 
adverse. 

I yield back. 

We have a message from Senator Warner, he wanted to prove to 
us he has been watching this debate. Here is what he said: “This 
Committee had a chance to hold legislative hearings on the Cli- 
mate Stewardship Act, that was the McCain-Lieberman bill, and 
did not. We are making up for lost time in this Congress. Senator 
Warner.” 

Senator Alexander, I understand you have laryngitis. Do you 
have enough left to say anything at all? No. Well, we will put your 
statement into the record. We need you back, so take care of your 
throat. 

[The prepared statement of Senator Alexander follows:] 

Statement of Lamar Alexander, U.S. Senator from the State of Tennessee 

I believe that there is a scientific consensus that human activity is having a sig- 
nificant influence on global temperature increases. Most of the warming since 1965 
is very likely to have been caused by human activity. In other words, global warm- 
ing is real. 

Since my first year in the Senate — 2003 — I have introduced legislation to put a 
cap on carbon emissions from the first of these large sectors, electricity power 
plants. These plants produce 40% of the carbon dioxide and 33% of the greenhouse 
gases in the United States. 

I will now broaden my legislation to include two other major sectors of the econ- 
omy: 

1. A low carbon fuel standard for the fuels used in transportation. Transportation 
produces another one-third of America’s greenhouse gases. 

2. An aggressive approach to building energy efficiency. I am still working on 
these pieces. 

Tailoring our approach to just these three sectors — power plants, transportation, 
and buildings — would cover about two-thirds of U.S. greenhouse gas emissions. 

This compares very favorably with the Lieberman-Warner bill’s coverage of the 
economy which at introduction was described as capping 75% of the economy (As 
reported by the subcommittee, the bill’s coverage is broader because it now caps nat- 
ural gas producers). 

As we implement laws reducing emissions from these three sectors, we can learn 
more and move on to the other sectors in the future. 

A sector-by-sector approach minimizes guesswork. For example, the United States 
has 16 years experience with a cap-and-trade program designed to reduce acid rain 
pollution from power plants. The program cost less than expected. Utilities have ex- 
perience with how it works. And we have in place right now the mechanisms we 
need to measure and regulate carbon from utility smokestacks. 

A sector-by-sector approach allows us to build on steps already taken. For exam- 
ple, in the transportation sector. Congress has already begun to mandate renewable 
fuels to reduce greenhouses gases. This year, the Senate enlarged that mandate and 
adopted fuel efficiency standards for cars and trucks. 

I believe we should add to those steps a low carbon fuel standard — that is, requir- 
ing transportation fuels to decrease gradually the amount of carbon in the gasoline 
or diesel that they contain — which is a logical and manageable next step. 

Finally, both in the energy bill of 2005 and the energy bill that the Senate passed 
earlier this year. Congress began to encourage more efficient buildings. Making 
those steps more aggressive holds the promise for enormous carbon savings at the 
least cost. Japan, for example, has found that its major obstacle to reducing carbon 
emissions has been the lack of building energy efficiency. 
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Finally, I believe a sector-by-sector approach will do the least harm. It avoids im- 
posing new regulations directly on the manufacturing sector (who nevertheless may 
have higher costs for fuel and electricity) and therefore avoids adding to the pres- 
sures to ship those jobs overseas. 

A sector-by-sector approach will allow us to leave manufacturing and small busi- 
ness alone for the moment. 

I also believe that a sector-by-sector approach is the easiest approach for Members 
of Congress to understand and explain to our constituents. As the recent debate on 
comprehensive immigration should have taught us, this is not an insignificant con- 
cern. 

The Lieberman-Warner economy-wide climate change legislation is an important 
contribution. It is a good faith beginning and a complex bill which raises lots of un- 
answered questions. 

Some of the questions raised are: 

1. Why cap and trade rather than a carbon tax? 

2. Why is the cap in the transportation sector a so-called “upstream cap” — in other 
words, a cap on the importer, blender, and refiner of transportation fuels? 

3. Does the allocation scheme selected in the Lieberman-Warner bill for utilities 
make sense? The Lieberman-Warner bill will award approximately one-third of the 
allowances to power plants pursuant to output allocation. Output allocation rewards 
fuel-switching to natural gas. Output allocation gives natural gas power plants two 
carbon allowances for every one carbon allowance received by coal plants. 

4. Why does the bill employ such a large auction and why does it increase so 
quickly and steeply? Will an auction of this size unnecessarily drive up the price 
of compl 3 dng with the bill? 

5. This auction is expected to raise extremely large sums of money. Where should 
the money go? Into the Treasury? Should Congress be able to appropriate it? 

6. What should the money be spent on? 

7. What should be included in this legislation to keep natural gas prices from 
spiking upwards? 

I know this Committee has had a lot of hearings. But this bill, S. 2191, was intro- 
duced in its current form on October 18, and I think members of the Committee 
should be given more time to review it. 

I see no advantage to sending this bill rapidly to the Senate floor. 

The Committee is the place to make any corrections to the bill that may be justi- 
fied. 

Senator Boxer. Senator Whitehouse, you will have the last word, 
I think, from Senators, and then we will finally get to our panel. 

STATEMENT OF HON. SHELDON WHITEHOUSE, U.S. SENATOR 
FROM THE STATE OF RHODE ISLAND 

Senator Whitehouse. Thank you. Madam Chair. 

One of the things that is said fairly often around Government is 
that we are able to see farther because we stand on the shoulders 
of giants. As we go forward with this legislation, we will be focus- 
ing, of course, on the areas where we still disagree and where work 
still remains to be done and where issues are still not settled. But 
nothing in that focus going forward should take away from the re- 
markable achievement that you have made. Madam Chair, and 
that Senator Lieberman and Senator Warner have made in getting 
us to where we are today. 

As we go forward, what we will do will indeed be standing on the 
shoulders of, I don’t want to say giants, because that is not going 
to be a very good phrase 

Senator Boxer. Are you saying something about my physical 

[Laughter.] 

Senator Whitehouse [continuing]. ^but we will certainly 

stand on the shoulders of your giant work. 

I do want to indicate some of the areas that I have concern and 
intend to work with the Chair and with the other members. The 
first is that our greenhouse gas targets need to be adequate and 



30 


they need to be enforceable. They need to have teeth behind them. 
I think those are important, basic points and that we need to make 
sure we are getting to where we need to be on that point. 

The second is that the auction needs to be adequate, but it also 
needs to have integrity. This is going to be an important process, 
in which many billions of dollars are going to wash around in it. 
Right now, the entity isn’t even subject to the Administrative Pro- 
cedures Act, or even subject to the open meetings or open records 
laws. Only one of the members is subject even to advice and con- 
sent. 

When you look at how long it took to develop the stock markets, 
the Federal Reserve, when you look at some of the market efforts 
that have been made with California energy pricing, I think there 
is reason to work to improve and help guarantee the integrity of 
this auction process. 

Finally, when it comes to divvying up all the revenues that this 
will produce, I think it is vitally important that we focus on the 
low-income folks who will bear the costs as these signals flow 
through in varieties of products into their families’ pocketbooks. I 
am not convinced that we are there yet. 

So those are the key issues that I will be working on. I am very 
pleased that the wildlife and conservation issue that I have raised 
appears to be getting a very good response. I look forward to that 
being in the manager’s package, if that can be arranged. I hope to 
work with Mr. Darbee and the others in the utility community, 
going back to my days many years ago as a utility litigator, to try 
to further define the role of our public utilities, particularly the dis- 
tribution companies who are well regarded by their clients who 
have consumer relationship already and who are in a position to 
be extremely helpful as we implement the conservation piece. 

So I will conclude by saying thank you for where we are so far. 
I look forward to working with this Committee in very good faith 
to get to where we need to be. I salute you for what has been ac- 
complished. Thank you. 

Senator Boxer. Senator, thank you so very much. 

As I understand it, we are now ready to turn to our panel, which 
has been very patient. As you can see, this is not an easy issue for 
members on both sides. It is fraught with a lot of concern, emotion 
and we appreciate your patience. 

When I have to leave with Senator Inhofe, it is to make the clos- 
ing arguments on the override of the WRDA bill. At that time, I 
am going to hand the gavel over to Senator Lieberman. 

Why don’t we get started now. Mr. Darbee, we are very pleased 
to have you back here. The Committee has already heard more 
than 140 witnesses on global warming. This is your second time 
back, so we welcome you, sir. You are from Pacific Gas and Elec- 
tric, you are the chief executive officer and president. 

STATEMENT OF PETER A. DARBEE, CHAIRMAN, CEO AND 
PRESIDENT, PACIFIC GAS AND ELECTRIC CORPORATION 

Mr. Darbee. Thank you. Chairman Boxer, Ranking Member 
Inhofe and members of the Committee. Thank you for inviting me 
to speak here today. 
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I am here because I am convinced with climate change we face 
an unprecedented challenge. A long-term crisis, but one that ur- 
gently needs near-term action. A global problem, but one that is 
unsolvable without this Nation’s commitment. A threat with con- 
sequences that defy the imaginable, but one that is going to require 
incredible imagination and ingenuity to defuse. 

This is truly going to be a thousand mile journey, and right now 
I believe the world is watching and waiting for us to take that pro- 
verbial first step. In our analysis, America’s Climate Security Act 
provides an appropriate starting point for continued debate and 
progress toward a responsible national policy on and in response to 
climate change. It presents a real opportunity to advance the dis- 
cussion at the Federal level where frankly, it must occur. It pre- 
sents a real opportunity to signal that we are serious about coming 
to grips with our greenhouse gas emissions. While it would benefit 
from modifications in some key areas, it presents a real oppor- 
tunity to roll up our sleeves and get to work on this issue. 

We believe the bill’s cap and trade approach, together with a 
package of complementary measures, provides an effective way to 
begin ratcheting down America’s greenhouse gas emissions, while 
preserving the economy. We especially appreciate the focus on en- 
ergy efficiency. Improving energy efficiency is one of the lowest cost 
options for managing growing energy demand while eliminating 
greenhouse gas emissions. In fact, the cost of energy efficiency is 
about half that for a new gas-fired power plant. Thus, energy effi- 
ciency helps make the U.S. economy more competitive in the world- 
wide marketplace. 

Policies and incentives should encourage and maximize improve- 
ments in energy efficiency throughout our economy. This bill wisely 
gives priority to these strategies. One important example is its sup- 
port for decoupling, breaking the link between electric sales volume 
and electric company earnings. This is a proven strategy. It effec- 
tively removes the financial incentives for utilities to simply sell 
more power. We believe it is absolutely fundamental as a country, 
we want to unleash the full potential of our utilities to help con- 
sumers use less energy and use it more efficiently. 

The bill also deals wisely with the fact that costs for the Nation’s 
electric customers will be significant and need to be mitigated. A 
study by the U.S. Energy Information Administration suggests that 
households and businesses at the end of the supply chain will bear 
87 percent of the carbon dioxide compliance costs. Very impor- 
tantly, this bill allocates emission allowances to electric distribu- 
tion companies on behalf of their customers, based on the electric 
power load they serve. This is the right approach. It puts the value 
of the allowances in the hands of electricity customers who will ul- 
timately bear the costs of shifting to new, cleaner technologies 
through their electric rates. 

Speaking more broadly about costs, the bill takes positive steps 
toward recognizing that a national program must balance the many 
economic, technology, environmental and societal challenges. As I 
alluded to earlier, we also do see the need for modifications. For 
example, we recommend adding clarity and transparency around 
the workings of the Carbon Market Efficiency Board. Also similar 
to the provisions that are in Senator Carper’s Clean Air Planning 
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Act, we see opportunities to expand the role of offsets to add meas- 
ures that account for the link between power sector emissions and 
the natural variability in weather and precipitation, as well as 
strong incentives for clean generating technologies and recognition 
for early action. 

For example, the bill could also be modified to give more credit 
for early actions to reduce emissions and to speed up advances in 
renewables and other low-carbon technologies by distributing al- 
lowances based on the generator’s efficiency rather than on their 
historic emissions. We believe it is important for a share of allow- 
ances to be used to encourage investments in energy efficiency and 
new, clean generating technologies. 

In closing, I want to underscore again how important it is for our 
Nation to act meaningfully on climate change. In fact, the sooner 
we take concrete action, the smaller will be the impact on our econ- 
omy. The optimist in me is certain that we are going to meet this 
challenge. But the realist in me knows that we can’t keep putting 
off our first step. This bill is a worthy point of departure for the 
long journey ahead, the result of which must be enactment of an 
environmentally effective and economically sustainable national 
policy. 

On behalf of PG&E, thank you for the opportunity provided 
today. I appreciate your commitment and I pledge my cooperation 
as you move forward. 

[The prepared statement of Mr. Darbee follows:] 

Statement of Peter A. Darbee, Chairman, CEO and President, 

PG&E Corporation 

Chairman Boxer, Ranking Member Inhofe, and Members of the Committee, I am 
honored to appear before you this morning to offer my views on the America’s Cli- 
mate Security Act of 2007. I believe climate change is one of the most pressing 
issues of our time. It is clear that the link between greenhouse gas emissions and 
the Earth’s warming climate is sufficient to warrant an aggressive response, the po- 
tential consequences serious and the need for action urgent. I am pleased that this 
Committee is showing leadership on this very important issue by having a hearing 
that will advance the legislative process. 

PG&E Corporation is an energy holding company headquartered in San Francisco, 
California and the parent company of Pacific Gas and Electric Company. Pacific Gas 
and Electric Company is California’s largest utility, providing electric and natural 
gas service to more than 15 million people throughout northern and central Cali- 
fornia. PG&E is a recognized leader in energy efficiency and has among the cleanest 
mix of electric power of any utility in the country. 

Our work on energy efficiency and support of clean generating technologies are 
part of a broad portfolio designed to provide advanced energy solutions to our cus- 
tomers. Through technology and innovation we allow our customers to meet their 
energy needs, while providing unique opportunities for them to manage their energy 
use, reduce costs, promote new technologies and address climate change. 

pg&e’s position on America’s climate security act 

PG&E believes America’s Climate Security Act provides a solid starting point for 
constructively advancing a comprehensive, national response to and policy on cli- 
mate change. The framework established in the bill — a cap-and-trade system with 
key complementary policies and measures — provides the foundation for a program 
that will achieve significant and sustained emission reductions from all sectors of 
the economy. Specifically, the bill includes provisions that prioritize energy effi- 
ciency and technology development and deployment, as well as innovative ideas to 
protect electricity consumers, manage overall program costs, and provide states with 
the resources to help address the unique needs of their communities and citizens 
as we transition to a low-carbon economy and adapt to a changing environment. 
America’s Climate Security Act takes positive steps toward recognizing that a na- 
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tional program must balance the economic, technology, environmental and societal 
challenges of combating climate change. 

While we think that the bill provides a solid starting point, we recognize and an- 
ticipate that modifications will be made and issues debated as the legislative process 
continues, with a focus on winning passage this Congress. We plan to he a construc- 
tive voice throughout that process. For example, it is our recommendation that the 
cost containment measures in the hill become more robust by providing additional 
clarity and transparency regarding the role and workings of the Carbon Market Ef- 
ficiency Board, and expanding the use and range of offsets available to meet compli- 
ance obligations. Additional measures should also be included that recognize and ac- 
count for some unique characteristics of emissions from the electric power sector 
that are influenced by year-to-year variability in weather and precipitation. We also 
believe that aspects of the bill could be modified to more fully recognize early ac- 
tions taken to reduce greenhouse gas emissions and to facilitate and encourage the 
rapid development and deployment of renewable generation and other low-emitting 
technologies. 

PG&E bases its assessment of the bill and our recommendations on a set of prin- 
ciples which guide our thinking on climate policy. These include: 

• Mandatory greenhouse gas reductions are necessary. — ^Voluntary programs alone 
are insufficient and will not send the appropriate price signal to U.S. industry to 
make a measurable impact on global climate change. Only a mandatory, national 
reduction program is capable of stimulating sustained action and investment on the 
scale required to meaningfully reduce emissions and establish the U.S. as a leader 
in the response to global climate change. 

• Market-based programs minimize costs and maximize innovation. — Market- 
based strategies — such as cap-and-trade — provide the economic incentive and the 
flexibility to cut emissions in the most innovative, cost-effective ways. This approach 
is key to driving development of the next generation of clean, highly energy-efficient 
technologies and practices. 

• Long-term greenhouse gas targets provide a rational basis for action. — ^Address- 
ing climate change will ultimately require stabilizing greenhouse gas concentrations 
in the atmosphere at a level that will avoid dangerous climate change. Setting ambi- 
tious, but achievable, targets now is important because it establishes a clear objec- 
tive and sends the appropriate price signals from which incremental objectives and 
action plans can be created, as technologies emerge and scientific understanding 
progresses. 

• Broad-based participation leads to better, more cost-effective results. — Multi-sec- 
tor participation creates efficiencies that will be essential to keeping costs low. A 
national program should eventually encompass all major sectors that emit green- 
house gases, with each sector responsible for its fair share of reductions. Sector-spe- 
cific programs can, however, serve as a starting point for creating the infrastructure 
on which to base a broader economy-wide program and strategy. 

• Energy efficiency must be a top priority. — Improving energy efficiency is one of 
the lowest cost options for managing growing energy demand, while eliminating 
greenhouse gas emissions. Policies and incentives should encourage and maximize 
improvements in energy efficiency throughout the economy. For example, utilities 
are empowered to aggressively pursue energy efficiency and demand response pro- 
grams when regulators “decouple” the link between revenues from the sale of elec- 
tric power and utility earnings by setting fixed revenue levels and thus eliminating 
the financial incentive to sell more energy. 

• Investment in low- and zero-emission electric generation and other technologies 
is critical. — Policies should lower barriers and create incentives for investment in 
renewable power, nuclear power, advanced coal technologies with carbon capture 
and storage, distributed generation, advanced transportation options, such as plug- 
in electric hybrid vehicles, and other low- and non-emitting technologies. Driving in- 
vestment in these technologies, along with aggressive support for energy efficiency 
and demand response, will reduce greenhouse gas emissions, enhance and improve 
the efficiency and reliability of the nations’ energy infrastructure, create economic 
opportunities for American business, reduce reliance on imported fossil fuels, and 
support overall U.S. energy independence and security. 

• Early action deserves to be rewarded — not penalized. — Policies must recognize 
and provide credit to responsible parties that have proactively cut emissions before 
being required to do so. Ignoring prior efforts sends a signal that stepping up, tak- 
ing risks, and taking responsibility is not something valued by policymakers. Impor- 
tantly, failing to recognize early action puts these parties at a competitive disadvan- 
tage, forces them and their customers to “pay twice” for emissions reductions, and 
discourages similarly responsible initiatives in the future. 
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• Any climate program must be eeonomically sustainable, achieve the ultimate en- 
vironmental objeetives of the program, and begin to address physical impact and ad- 
aptation issues. — Some economic sectors, geographic regions and income groups may 
be disproportionately impacted by both climate change impacts and mandatory 
greenhouse gas reductions. Any climate protection program needs to take account 
of these impacts and provide appropriate assistance to those impacted constitu- 
encies. At the same time, policies need to recognize that, ultimately, the majority 
of program costs will be born by energy consumers, and policies must therefore be 
structured to address this issue. 

• Near-term opportunities for cost-effective, verifiable greenhouse gas reductions 
should be pursued. — Policies should encourage actual greenhouse gas reductions, re- 
gardless of their geographic location or sector of the economy from which the green- 
house gas reduction opportunities originate. At the same time, a rigorous system 
must be developed to ensure the environmental credibility and integrity of these re- 
ductions. Taking this approach can help to encourage actions by other countries, 
spur technological innovation, reduce overall compliance costs, and offer ancillary 
benefits. 

• Standardized emissions reporting is an essential first step and must form the 
basis of any mandatory program. — Developing consistent and coordinated green- 
house gas emission inventories, protocols for standard reporting, and accounting 
methods for greenhouse gas emissions is fundamental to establishing a credible re- 
duction program that is capable of tracking and verif 3 dng progress toward emissions 
goals and facilitating a tradable emissions credit system. PG&E was a Charter 
Member of the California Climate Action Registry, which is now working with 38 
other states to develop a consistent set of reporting standards and protocols. We be- 
lieve that this effort can serve as a model for a national registry system and that 
any national system should leverage the work that the states have already done. 

These principles guided our analysis of the America’s Climate Security Act and 
serve as the basis for some of the specific comments raised above. The remainder 
of my testimony will provide additional detail on these and some other aspects of 
the legislation. We provide them in the spirit of our pledge to work cooperatively 
and constructively as the issue moves through the legislative process. 

Electric power eonsumers will bear the substantial share of the costs of a mandatory 
climate protection program, so including provisions to mitigate costs to electricity 
consumers is critical. 

We support the approach taken in the America’s Climate Security Act to mitigate 
costs to electricity consumers by allocating emissions allowances to load serving en- 
tities (e.g., regulated local electric distribution companies) on behalf of their elec- 
tricity customers. 

This approach is consistent with those outlined in separate reports from the Na- 
tional Commission on Energy Policy, the California Market Advisory Committee, 
and the Natural Resources Defense Council; each have outlined an approach that 
avoids the inequities and the inefficiencies that stem from solely employing an Acid 
Rain-style, or input based, allocation approach, while benefiting electricity con- 
sumers. 

This allocation approach can help to mitigate some of the issues surrounding al- 
lowance allocation that arose during the first phase of the European cap-and-trade 
experience, and that we expect to manifest itself in electric markets throughout the 
U.S. For example, in Europe, power companies reflected the cost of allowances in 
their wholesale power prices regardless of whether they initially received the allow- 
ances for free. Electricity customers pay more for electricity and power companies 
receive a valuable asset in the form of allowances. We expect this phenomenon to 
occur in competitive wholesale and retail markets throughout the U.S. 

In regulated power markets, a different set of issues emerges when a large share 
of the allowances are allocated at no cost to generating facilities and energy regu- 
lators claim the allowances for the benefit of the energy consumers within their ju- 
risdiction. First, some states import a significant share of their power and would 
never see the benefit of the allowances allocated to power plants outside of their 
borders. California, for example, imports 22 to 32 percent of its electricity supply 
and most power distribution companies, whether they are investor-owned or munici- 
pally-owned utilities, purchase power from the wholesale markets on behalf of their 
customers. So while customers in states that import a large share of their power 
supplies will face higher wholesale power prices, they see no benefit from the free 
distribution of allowances to out-of-state power plants, whether they operate under 
cost-of-service regulation or are merchant facilities. Again, this raises important eq- 
uity concerns that should be factored into the allocation methodology. 
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Therefore, we believe that the allocation to electricity consumers is an important 
provision that must be preserved in the legislation as the debate moves forward. 
Taking this approach will distribute the allowance value where it should go — in this 
case, the electricity customer — who will ultimately bear the costs associated with 
making the transition to lower-emitting power generation technologies through the 
electric rates they pay each month. A study by the U.S. Energy Information Admin- 
istration suggests that households and businesses at the end of the supply chain 
will bear 87 percent of CO 2 compliance costs. In addition, according to the Congres- 
sional Budget Office, firms subject to a CO 2 cap would pass along most such costs 
to their customers in the form of higher prices, with regressive impacts on U.S. 
households. The distribution of allowances for consumer benefit can help offset the 
price increases experienced by consumers. 

So, no matter if a consumer is from a competitive or regulated state, a coal-inten- 
sive or non-coal-intensive state, electricity consumers will experience higher costs; 
allocating allowances to local distribution companies will allow the revenues gen- 
erated from the sale of allowances to be directed most effectively to end use con- 
sumers. We welcome the opportunity to offer further refinements to the language 
included in the America’s Climate Security Act to ensure that it both achieves its 
intended purpose — mitigating costs to customers without impacting competitive 
markets or masking the price of carbon — and does so in a way that provides state 
regulatory bodies with the oversight they need to ensure that they have the ability 
to best direct the proceeds to serve the unique needs of the consumers and commu- 
nities whose welfare they are charged with protecting. 

Energy efficiency must be a frontline response. 

We are very pleased that the bill recognizes the important role that energy effi- 
ciency will need to play in meeting our nation’s climate change objectives. Existing 
energy efficiency technologies can help the U.S. to slow and stop current emissions 
trends and do so in a way that will increase the overall productivity and efficiency 
of the economy. The bill includes numerous provisions that provide significant in- 
centives for states, utilities, manufacturers and consumers to aggressively pursue 
energy efficiency, such as: Providing incentives for States to pursue policies that 
“decouple” electric utility revenues from sales and implement aggressive building 
codes and standards; targeting of auction revenues to “buy-down” costs of new en- 
ergy efficient end-use technologies; and providing allowances to load serving entities 
for the amount of electricity their customers save. 

We believe that the energy efficiency provisions included in the bill have the po- 
tential to make significant contributions to achieving the emission reduction targets 
established. For example, the American Council for an Energy Efficient Economy es- 
timated that the energy efficiency measures included in the House Energy Bill, 
many of which are incorporated in America’s Climate Security Act, could result in 
emissions reductions on the order of 550 million metric tons per year by 2030, while 
Environmental Defense suggested in their analysis that the savings could be higher. 
A recent McKinsey study said that, through energy-efficiency, we could reduce the 
growth rate of worldwide energy consumption by more than 50 percent over the 
next 15 years. And McKinsey said we can do this using the technology we have 
available today. Finally, PG&E is an underwriter of a study on the potential for en- 
ergy efficiency savings in the U.S. While the results are not final, indications are 
that the potential for savings in the U.S. are on par with or even exceed the poten- 
tials McKinsey found in the worldwide study. These savings would not only result 
in positive greenhouse gas benefits for the country, but would also help to reduce 
energy costs in the process. What is needed is a shift in current policy to overcome 
market barriers to realizing the significant potential of energy efficiency and to ac- 
celerate its deployment. We believe that this bill provides a significant step in the 
right direction. 

Economic sustainability must be a key program objective. 

We are encouraged that the legislation recognizes that a holistic approach to cost 
containment must be taken and that measures need to be put in place that are de- 
signed to protect the overall economy — we believe the provisions included in the bill 
are a step in the right direction that will not only protect our environment, but also 
our economy and energy consumers. These provisions include allocation of allow- 
ances to local electric distribution companies on behalf of their customers, unlimited 
trading, offsets, banking, borrowing, as well as the recognition that there will need 
to be some other mechanism to ensure that unsustainably high CO 2 prices do not 
jeopardize both the existence of the program and the expansion of our economy. 

In this regard, and as the legislative process progresses, we suggest that addi- 
tional provisions be included to provide added transparency and clarity on the Car- 
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bon Market Efficiency Board (CMEB) to ensure that the actions of the CMEB pro- 
vide the necessary cost and environmental certainty for the program. Eor example, 
we think the 180-day period currently specified in the legislation — i.e., the period 
after the CMEB has carried out cost relief measures to expand borrowing, hut before 
it may increase allowances for the applicable year — is too long to prevent potentially 
disastrous outcomes for companies and significant segments of the economy. During 
the California Energy Crisis, for example, the financial health of the state’s two big- 
gest utilities was significantly impaired in less than 180 days, requiring the state 
to enter into high-price contracts and take on the electric purchasing obligation for 
electricity consumers. California’s electric consumers are still papng for these high 
price contracts today and the state was required to take on additional debt obliga- 
tions. We suggest shortening the period to 30 days in order to avoid such outcomes; 
this will be particularly important in the first 10 to 15 years of the program. 

In addition, we suggest that additional criteria be included in the legislation to 
better define what the “trigger prices” would be to activate the CMEB powers. Cur- 
rently the bill is virtually silent on what criteria will be used to determine the price, 
making it impossible for business to predict the future costs of the program, even 
within a reasonable range. Providing this clarity and transparency will remove the 
subjectivity from the workings of the CMEB and provide the certainty needed for 
investment planning by business going forward. 

We also think that it should be made explicit that the CMEB can purchase credits 
out of the market in order to maintain the lower limit of the price range established 
by the Congressional Budget Office. This type of “price collar” approach can help 
manage overall volatility and macro-economic costs, while at the same time provide 
a clear path for technology investors and ensure that there is a “price for carbon” 
that is recognized by the broader economy. We are continuing to think through 
these very complex and important issues surrounding the overall functioning and 
transparency of the CMEB and will share them with the Committee and publicly 
when we finalize our initial work. 

We also recommend including an additional provision that will help entities, par- 
ticularly in the power sector, manage overall program costs and mitigate price vola- 
tility. Cap-and-trade programs for conventional pollutants are typically based on an- 
nual compliance periods. At the end of each year, affected sources retire allowances 
for each ton of emissions they generated. However, because of the long-term nature 
of the climate change problem, multi-year compliance periods, like those proposed 
by Regional Greenhouse Gas Initiative and the Clean Air Planning Act, are per- 
fectly appropriate. This flexibility is particularly important for the electric power 
sector because emissions within this sector can vary significantly depending on 
weather and precipitation. For example, a dry year reduces hydroelectric capacity 
in California and the Pacific Northwest and increases PG&E’s reliance on fossil- 
fired power plants, increasing carbon dioxide emissions in that year. Multi-year 
compliance periods, particularly in the early years of the program before companies 
have the opportunity to bank allowances, can allow them to manage variability such 
as this, while also containing costs and reducing price volatility within the sector. 

Finally, with regard to offsets, we are pleased that offsets are considered as a part 
of the bill and believe that they are an important piece of creating an effective ap- 
proach to managing the overall costs of the program. Offsets can Both help provide 
cost-effective compliance options and do so in a way that both reduces the emissions 
of uncovered sectors and sources and that provides added environmental benefits, 
both in the U.S. and abroad. We are particularly pleased that the bill recognizes 
the need for independent, third-party verification of the offsets, as that is a key 
piece of ensuring their overall credibility. 

We do have some suggestions for modifications to both the offset pool and the 
process. First, we suggest increasing the percentage of offsets allowed to be used as 
a compliance option. Again, we believe that offsets are an important cost control 
mechanism and one that can provide additional environmental and other ancillary 
benefits. Second, we suggest expanding the sources of offsets to include the preser- 
vation and restoration of wetlands and preservation of forests because research has 
shown that these activities represent one of the largest opportunities to sequester 
carbon dioxide and mitigate adverse consequences of climate change. Third, we rec- 
ommend taking a performance-based approach to measuring the offsets consistent 
with the approach of the California Climate Action Registry. Fourth, all efforts 
should be made to ensure that the offsets are “real” (help reduce the overall emis- 
sions under the cap) and "permanent" (ensuring that the reductions are maintained 
over time). And, finally, while we appreciate that the Administrator is provided the 
authority to expand the offset pool beyond agriculture and forestry, we believe it is 
important to make explicit that these other actions are of equal weight and impor- 
tance. 
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Encouraging the development and deployment of the most efficient, lowest-emitting 
power generation technologies is key. 

We appreciate that the bill recognizes that new sources of power generation will 
also need access to emission allowances. We are encouraged that the approach taken 
with regard to allocating allowances to new power generating sources is based on 
the performance or efficiency of a facility as opposed to the amount of pollution it 
emits. Basing allowance allocations solely on historic emissions only serves to re- 
ward and encourage the highest emitting resources and discourages rapid develop- 
ment and deployment of cleaner, lower-emitting technologies. 

We are actively pursuing renewable generation resources on behalf of our cus- 
tomers, and have made recent announcements on contracts we have signed with 
wind, geothermal, biogas and solar developers. Earlier this week we announced 
plans to contract for power from a solar facility being developed by Ausra Inc., in 
San Louis Obispo County, CA. Earlier this year, we announced a contract with 
Solel-MSP to purchase energy from the Mojave Solar Park. This project will deliver 
553 megawatts of solar power, enough power to serve 400,000 homes. We believe 
the potential for solar thermal technology, as well as other concentrating solar 
power (CSP) technologies, is significant. 

For example, a study by the National Renewable Energy Laboratory (NREL) on 
CSP potential in California and the rest of the Southwest indicated that CSP in 
California could produce upwards of 7 times the energy needed to serve the state. 
NREL also suggests that costs for CSP technologies are declining, from approxi- 
mately 16 cents per kWh on average today, to approximately 8 cents per kWh in 
2015, assuming at least 4,000 MW of CSP were built by then to achieve “learning 
curve” benefits. (This compares to estimates for advanced coal with carbon capture 
and storage on the order of 11 cents per kWh or a new supercritical pulverized coal 
plant on the order of 6 to 6.5 cents, plus the cost of carbon, which could add up- 
wards of 1.5 cents per kWh depending on carbon prices). 

This is just one example of the potential for renewable technologies. That is why 
we believe it is critical for a climate bill to not only support the transition to ad- 
vanced coal technologies that release little or no greenhouse gases to the atmos- 
phere, but to also provide significant support to accelerating the development and 
deployment of renewable technologies, as well. 

While we recognize that the bill attempts to balance the interests of incumbent 
utilities with the need to encourage the deployment of low carbon technologies, we 
would encourage you to consider (1) making clear that the percent of allowances al- 
located to new entrants increases over time, (2) expanding the definition of new en- 
trants to include all forms of renewable energy (the bill limits allocations to fossil 
fuel-fired facilities only), and (3) modifying the definition of new entrants to include 
facilities that commence operation in 2000 or later. 

First, by gradually increasing the percent of allowances allocated to new entrants, 
investment in new, lower emitting generating technologies will be encouraged. The 
current bill directs ERA to establish a reserve of allowances for new entrants, leav- 
ing discretion for the Agency to establish a “fixed” reserve of allowances. We do not 
believe that this was the intent of the legislation. Rather, the size of the new source 
set aside should vary consistent with the methodology outlined in Sec. 3903(a)(2) of 
the bill (i.e., the average emission rate multiplied by the output of the facility). 

Second, by including all forms of renewable generation in the new entrant re- 
serve, investment in low carbon technologies and more rapid development and de- 
ployment of these technologies will be encouraged (helping to achieve the price 
points projected by NREL for CSP technologies, for example). As currently drafted, 
the bill may have the unintended effect of encouraging investment in fossil fuel-fired 
generating technologies only. Finally, by defining new entrants to include facilities 
that commence operation in 2000 or later, the legislation will recognize the early 
investments that companies have made in modern, high efficiency power plants, po- 
tentially helping to alleviate some of the claims that will be made under the early 
action provisions and helping to free up more allowances for other early actions. 

Another alternative to adjusting the generator allocation to accommodate renew- 
able generation would be to establish a set aside, similar to the bonus allowances 
established for carbon capture and storage. It is our understanding that this bonus 
allowance system is intended to accelerate the development and deployment of ad- 
vanced coal technologies with carbon capture and storage; we suggest a parallel sys- 
tem be established for renewable technologies. Accelerating the deployment of all of 
these technologies will help to smooth the transition to a low carbon economy and 
provide additional economic opportunities. 
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Encouraging and recognizing early action is important to successfully achieving cli- 
mate goals. 

Overall, we are pleased to see that the legislation includes provisions to recognize 
actions taken by companies, consumers and states, both as a result of voluntary ac- 
tions and state greenhouse gas reduction programs. We think it is important for 
U.S. policy to send the signal that taking risks and taking early action will be recog- 
nized under this program. To that point, in Section 3302(b), we suggest changing 
the timeframe for receiving credit for early action from “date of enactment of this 
Act” to “the first allocation period.” There will clearly be a lag between the date of 
enactment and the first allocation period, and in those intervening years, this pro- 
gram should encourage companies to continue to take action. In the alternative, 
companies may refrain from continuing to take actions prior to this date. At the 
same time, since this section is giving credit to companies that need to comply with 
existing state-only or regional programs, many of these programs will come into 
force in the 2010 to 2012 time period. Therefore, reductions made in these years 
should be credited as well. We also believe it is appropriate to raise the overall limit 
in terms of allowances available to credit early actions. The 5 percent set-aside 
would equate to approximately 260 million metric tons of C02-e in 2012. Given the 
spate of activity that has occurred in the economy and the plethora of state pro- 
grams slated to come on line in the 2010 timeframe, this number of allowances may 
be inadequate to reward credible early action. 

THE TIME IS NOW 

Our country has an historic opportunity to change the way we produce and use 
energy in ways that will lower the threat of climate change and improve our envi- 
ronment. The optimist in me is certain that we’re going to achieve this goal over 
the course of the next generation. But the realist in me knows that we can’t take 
this outcome for granted. Achieving it will be a very substantial challenge. And that 
is why we are committed to being a pragmatic, responsible participant in this effort. 

On behalf of PG&E, I want to thank you for the opportunity provided today. I 
appreciate the commitment of this Committee to addressing climate change and 
hope that as deliberations move forward, the focus remains on establishing a path- 
way to pass an environmentally effective and economically sustainable bill this Con- 
gress. I pledge my cooperation and support as the process moves forward on debat- 
ing the America’s Climate Security Act of 2007 both in Committee and the full Sen- 
ate. 

Thank you. 

Senator Boxer. Thank you so much for that encouraging testi- 
mony. 

Jonathan Pershing, Director, Climate, Energy and Pollution Pro- 
gram, Climate and Energy, World Resources Institute. 

STATEMENT OF JONATHAN PERSHING, DIRECTOR, CLIMATE, 

ENERGY AND POLLUTION PROGRAM, WORLD RESOURCES 

INSTITUTE 

Mr. Pershing. Thank you very much. Madam Chair. 

My name is Jonathan Pershing. I am the Director of the Climate, 
Energy and Pollution Program at the World Resources Institute, 
which is a non-profit environmental think tank based here in 
Washington. I am very pleased to be here to speak to what I con- 
sider the most pressing environmental problem that faces the 
world, and to what I consider a very strong legislative proposal 
that places the United States firmly on the path to addressing that 
problem. 

My written testimony goes through a number of critical points, 
but I will emphasize only four here. Eirst, the problem is one of 
enormous urgency. It requires very aggressive action if we are to 
hope to limit damages. The science is clear. The IPCC says that it 
is unequivocal that the earth’s climate is warming, and there is 
greater than a 90 percent probability that it is human activities 
that have caused it. It suggests we have to reduce emissions glob- 
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ally 50 to 85 percent below 2000 levels by 2050 if we would like 
to see temperatures remain below 2 °F. If the United States doesn’t 
act quickly and aggressively, the rest of the world will lag, and we 
can’t afford to wait. 

My second point, the damages from climate will be enormously 
costly. A report authored last year by Sir Nicholas Stern, former 
lead economist at the World Bank, found that the costs of climate 
change could range from 5 to 20 percent of global GDP, a stag- 
gering $7 trillion. A few recent examples demonstrate the cost. 
California wildfires, which will increase, already estimated to run 
between $900 million and $1.6 billion for this series of events 
alone. The drought in the Southeast, the Atlanta Journal Constitu- 
tion says it has already cost the Georgia landscape industry $1.2 
billion and the Ag industry $782 million, just this one event. Hurri- 
canes, projected to increase, well, look at Katrina alone, the dam- 
ages $70 billion to up to $130 billion. 

My third point, the cap and trade system and the complementary 
policies in this act provide strong environmental benefits and send 
a price signal to invest in new technology. A price signal is re- 
quired in order to ensure that polluters recognizes their impact, 
begin to control what has been unfettered access to our atmosphere 
and pay for their pollution. The approach has two main attractions: 
One, cap and trade, which is clear and specific limit on emissions, 
creating a price that achieves a target lower than what would oth- 
erwise be possible. WRI has conducted a preliminary analysis to 
quantify the reductions that might be expected. The Act would sub- 
ject 82 percent of all U.S. emissions to mandatory reduction obliga- 
tions, nearly full economy-wide. 

The bill also includes complementary measures designed to 
achieve reductions in emissions from sectors outside the cap. Our 
estimate is that the bill would reduce covered emissions from 2005 
levels by 17 percent in 2020 and by 71 percent in 2050. Total U.S. 
emissions are estimated to be 16 percent below 2005 levels by 2020 
and 27 percent below 2005 by 2030, if we assume, based on EIA 
numbers, a growth of 0.8 percent in the uncovered sectors. Com- 
plementary policies in the current bill do partly offset some of this 
growth. 

The cap and trade regime sends a price signal to the market and 
pushes investments to reduce emissions. There is a huge range of 
technology options at low to modest cost. McKinsey, the consulting 
company, suggests that more than 4 billion tons of abatement could 
be provided with current technology at prices below $50 a ton. 
Other estimates support the low price. Duke University’s Nicholas 
Institute suggests that GDP would increase with no policy about 
112 percent between 2005 and 2030 — 112 percent with no policies. 
With the policies. 111 percent, less than 1 percent difference in the 
total inclusion of all the policies here. 

The bill also provides a number of mechanisms to help control 
compliance costs: Rewards for early action, capture and storage; a 
free and very substantial allocation of 40 percent of the total allow- 
ance pool; allocation borrowing and banking; offset provisions; the 
Carbon Marketing Efficiency Board. These are likely to succeed in 
smoothing the price, although they are somewhat controversial. 
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Finally, my last point. The bill sends a strong international sig- 
nal. The global community is assembling in one month in Indonesia 
to continue discussions about global action. There will be three 
issues on the table: Mitigation efforts by major emitters, forestry; 
and approaches to help countries adapt to climate change. This bill 
signals to the United States that the United States is acting and 
will be taking steps. It also acknowledges the problem of forestry 
and seeks to move forward on that front. However, the bill does not 
address the issue of adaptation, and this could well be an area 
where you. Madam Chair, and the Committee, may choose to focus 
further. 

Thank you very much for providing me the opportunity to speak. 
I appreciate the opportunity and the importance of this session. 

[The prepared statement of Mr. Pershing follows:] 

Statement of Jonathan Pershing, World Resources Institute 

My name is Jonathan Pershing, and I am the Director of the Climate, Energy and 
Pollution Program at the World Resources Institute. The World Resources Institute 
is a non-profit, non-partisan environmental think tank that goes beyond research 
to provide practical solutions to the world’s most urgent environment and develop- 
ment challenges. We work in partnership with scientists, businesses, governments, 
and non-governmental organizations in more than seventy countries to provide in- 
formation, tools and analysis to address problems like climate change, the degrada- 
tion of ecosystems and their capacity to provide for human well-being. 

I am very pleased to be here to speak to what I consider the most pressing envi- 
ronmental issues faced by the world — and to what I consider a very strong legisla- 
tive proposal to place the United States firmly on the path to addressing the prob- 
lem. 


urgency and scale 

The Earth is warming, primarily due to human activities. The fossil fuels that 
have led to huge increases in human productivity and great improvements in 
human well-being, together with significant deforestation, have been the most im- 
portant causes of global warming. The buildup of carbon dioxide and other green- 
house gases (GHGs) is accelerating, and unless we act very soon to control emissions 
warming, will rise to very dangerous levels during our children’s lifetimes. 

In February 2007, the Intergovernmental Panel on Climate Change (IPCC) — the 
official science process endorsed and supported by the world’s governments and in 
which the United States was an active participant) released its most recent report. 
The report states that it is “unequivocal” that Earth’s climate is warming, and con- 
firms that the current atmospheric concentration of carbon dioxide and methane, 
two important GHGs, “exceeds by far the natural range over the last 660,000 years.” 
Further, the IPCC concludes that it is now “very likely” (greater than 90% prob- 
ability) that GHG emissions from human activities have caused “most of the ob- 
served increase in globally averaged temperatures since the mid-20th century.” 

Indeed, the impacts of warming have become increasingly evident. Sea ice in the 
Arctic is shrinking, and Greenland’s massive ice sheet is receding — far faster even 
than predicted in the IPCC report released prior to this summer’s unprecedented 
melting. Glaciers are rapidly shrinking from the Rockies to the Alps. There have 
been fatal heat waves in Northern Europe and a three year drought in the Amazon. 
Farmers and hunters across the United States report changing growing seasons and 
changing bird migration. If we already see these kinds of damages with only about 
0.6 °C (1 °F) of warming, the nature of future damages, with temperatures ranging 
to 2°C and higher, are likely to be catastrophic. 

The IPCC also gave us a clear sense of the emissions reductions required to limit 
the damages — and a timeframe in which to achieve them. The IPCC suggests that 
we must reduce emissions globally by as much as 50-85% below 2000 levels by 2050 
if we wish to see global average temperatures remain below 2 °C of warming. We 
must stabilize global emissions by 2035. 

The warming occurring today is the result of greenhouse gases emitted over the 
past half century. The United States, with 4.6 percent of the world’s population, has 
contributed 28 percent of the emissions currently in the atmosphere.' Our strong 
economic growth in the 20th century was fueled by fossil fuel technologies we in- 
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vented. And it is clear that today the U.S., with the most advanced economic and 
technological resources and capacity, must take the lead in transforming the global 
economy to a low-carbon future. We cannot expect the rest of the world to act if we 
do not — or expect that countries with per capita incomes Vio of our own to act until 
we do. 

The emissions limits we set for the U.S. matter. Action by the U.S. will be seen 
as the benchmark against which other countries will measure their commitments. 
The U.S., with its historical responsibility for the current build up of greenhouse 
gases in the atmosphere, will continue to be a key contributor to temperature rise — 
even as other countries may pass us in annual emissions levels. With our European 
allies committing to a 20-30 percent reduction in greenhouse gas emissions by 2020 
to align with the science, U.S. and European action and leadership could help ad- 
vance the efforts of other countries to take action. 

U.S. action alone will not be enough to reduce global emissions to the extent re- 
quired. It is widely understood that without timely and aggressive U.S. action, a 
successful international agreement on climate change will be impossible to achieve. 
The policies you are developing here will have the potential to demonstrate the 
American commitment to global action on climate change, and consequently, to 
move the world. 


THE COST OF CLIMATE DAMAGES 

The U.S. emitted 7,260 billion tons in 2006,"' and because greenhouse gas pollu- 
tion is not regulated, these harmful emissions had no financial consequence to those 
who produced them — but significant consequences to future generations. A price sig- 
nal is required in order to ensure that polluters recognize their impact, begin to con- 
trol what has been unfettered access to our atmosphere, and pay for their pollution. 
Economists consistently point out that there is no free lunch; climate change is no 
exception. A report authored last year by Sir Nicolas Stern, former lead economist 
at the World Bank and advisor to then UK Chancellor of the Exchequer (and now 
Prime Minister, Gordon Brown), found that the costs of climate change could range 
from 5 to 20 percent of global GDP. In dollar terms, this is equal to about $6.98 
trillion — a staggering cost against which our current mitigation price expectations 
pale." 

A few recent examples demonstrate the point: The California wildfires (a phe- 
nomenon expected to increase considerably in a warmer world), are estimated by 
Risk Management Solutions, a leading provider of products and services for catas- 
trophe risk management, to already run between $900 million and $1.6 billion.'' The 
drought in the Southeast, a potential harbinger of future events, has led the gov- 
ernors of Elorida, Georgia and Alabama to request aid from the President, and has 
been reported by the Atlanta Journal-Constitution to have already cost the Georgia 
landscape industry $1.2 billion in losses and the agricultural industry $782 million 
in losses.''" Among the most devastating impacts likely to arise from climate change 
is increased frequency of high intensity storms and hurricanes. According to the 
Congressional Budget Office, damages estimated from Hurricane Katrina alone are 
expected to run between $70 and $130 billion. 

CAP AND trade: A SIGNAL FOR INNOVATION 

It is in the context of the clear understanding of the science and impacts of cli- 
mate change that strong and prompt action is required. The Climate Security Act 
provides this. As with all cap-and-trade regulatory systems, the approach in S.2191 
has two main attractions: it puts a clear and specific limit on aggregate emissions 
and it achieves the emissions-reduction target at lower cost than would otherwise 
be possible. The cap establishes certainty as to the total amount of emissions that 
will occur under the program. Meanwhile, the ability to trade emissions allowances 
yields cost-savings by promoting emissions reductions at those sources that are able 
to achieve the reductions most cheaply. Trading emissions allowances lowers costs 
to the facilities covered under the program. In doing so it reduces economic impacts 
on workers, consumers, and taxpayers. 

the ENVIRONMENTAL BENEFITS 

While several organizations are preparing full economic models of S. 2191, WRI 
has conducted a preliminary analysis to quantify the emission reductions that might 
be expected under this bill. Our analysis has included three elements of the legisla- 
tion: 

1. Coverage of the cap 

2. Emission targets 

3. Complementary policies 
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COVERAGE 

It is highly unlikely that all U.S. emissions would ever be directly covered in any 
cap and trade regime. The coverage of the EU-ETS during phase one was approxi- 
mately 46 percent of total EU emissions. The Northeast states’ Regional Greenhouse 
Gas Initiative applied its initial caps to the power sector alone, accounting for ap- 
proximately 22 percent of total regional emissions. The limited coverage of these 
programs reflects the fact that some sources of emissions are easier to monitor and 
track, while others are more onerous to regulate. Nevertheless, maximizing the abil- 
ity of a carbon market to find low-cost abatement options generally depends upon 
the inclusion of diverse sources of emissions. More comprehensive coverage will be 
necessary to achieve economy-wide targets while keeping compliance costs to a min- 
imum. 

S. 2191 (as amended in subcommittee to include emissions from the use of natural 
gas in the residential and commercial sectors) subjects 82 percent of all U.S. emis- 
sions to mandatory reduction obligations. The bill covers emissions from significant 
facilities in the power, industrial and transportation sectors as well as a majority 
of emissions in the residential and commercial sectors. The bill includes both reduc- 
tion obligations, and complementary measures designed to achieve reductions in 
emissions from sectors outside the cap, from sectors where a price signal alone is 
unlikely to spur a technological transformation, and includes recognition of state cir- 
cumstances and cost mitigation requirements. 

EMISSION TARGETS 

S. 2191 sets straightforward annual budgets for covered facilities, and does so 
with absolute rather than relative numbers. WRI estimates that the bill would re- 
duce covered emissions from 2005 levels by 17 percent in 2020 and by 71 percent 
in 2050. Over the life of the program covered emissions are reduced at an average 
annual rate of just over 3 percent. However, as noted above, nearly 20 percent of 
U.S. emissions are not covered by mandatory reduction targets under the cap. If we 
assume a rate of growth of emissions of approximately 0.8 percent for these uncov- 
ered sectors, total U.S. emissions are estimated to be 16 percent below 2005 levels 
by 2020 and 27 percent below 2005 levels by 2030. Interactions between covered and 
uncovered sectors of the economy, particularly in the out years of 2030 to 2050, are 
difficult to assess. 1 Complementary policies in the current bill will only partly offset 
the growth in the uncovered sectors, and Congress will need to further review and 
adopt additional policies (see chart 1). 

COMPLEMENTARY POLICIES 

Although specific mandates are not set for all sectors, S. 2191 does establish a 
wide variety of complementary policies to address emissions in these uncovered sec- 
tors. While many of the policies act also as cost-containment mechanisms (reducing 
overall compliance costs from “covered sectors”), there are several that explicitly re- 
duce emissions outside the cap. In particular, S. 2191 incentivizes reductions 
through allowance allocations. The most significant of these allocates allowances to 
the USDA to promote biological sequestration through domestic agriculture and for- 
estry programs. While estimating these additional emissions reductions is subject to 
considerable uncertainty, figure 2 below shows a potential range that may result 
from the combined policies. 

While the intent of the bill is excellent, there may still need to be some strength- 
ening of the rules for biological sequestration, in particular to ensure that reduc- 
tions incentivized through this program would be additional and permanent, and 
that appropriate rules be developed to guarantee environmental benefits from this 
aspect of the program. 


UNDERSTANDING COSTS 

S. 2191 sends a price signal to the market. By capping GHG emissions, it implic- 
itly establishes a value on such emissions, and pushes investors to design and im- 
plement policies to reduce them. Economic and technology analysis suggests that 
the range of options to reduce emissions at modest costs is large. 

A study being undertaken by McKinsey™ suggests that a wide variety of tech- 
nologies, with more than 4 billion tons of abatement potential, would penetrate the 
market at costs below $50/ton of carbon (see figure 1 below). However, even such 


1 Uncovered emissions growth in WRI’s analysis is based on EIA projections of these sectors 
under business as usual reference case, and does not capture the potential interactions across 
sectors. Our assessment of emissions trends uncovered sectors may thus be conservative. 
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a figure is misleading: a carbon price of $50/ton does not imply a loss to the economy 
of this amount. Rather, it implies a shift — from systems and operations that are 
GHG intensive to those that are not. In turn, this suggests we are likely to see 
major investment in new energy and transport technologies that could continue to 
power the U.S. economy. 

Figure 1 
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The subject of overall economic cost of emissions limits has been much studied. 
Modeling of S. 2191 as introduced into subcommittee (with only modest differences 
to the current draft proposal) and other similar scenarios have estimated that the 
cost of allowances would rise to $26.27 (2005 dollars) by 2020 (see table 1) and to 
$56.71 by 2030.''’“ Since the economy must now internalize the cost of carbon where 
it was otherwise free, there is the potential for these costs to influence economic 
growth. 

However, the economic impact of those prices is extremely small. Duke Univer- 
sity’s Nicholas Institute conducted an analysis of the earlier bill draft submitted by 
Senators Lieberman and Warner to the subcommittee. This analysis showed that in 
a business as usual scenario, GDP would increase 112% from 2006 levels by 2030. 
Under S. 2191 GDP is projected to rise by about 111% from 2005 levels by 2030. 
The decline in economic activity is less than 1% of GDP over the course of the next 
two decades. 

In the Nicholas Institute analysis, by 2050, the projected increase in GDP from 
2006 levels is 238% — and under the bill, this would still increase by 236.4%. This 
means that in 2050, the same overall economic growth would be observed in the 
economy, but it would occur about 8 months later in the calendar year. The scale 
of the U.S. economy is huge, and even small percentages in growth are thus large 
absolute numbers. The context must be taken into account, however, and here it is 
clear: action on climate can be achieved at quite modest costs. 

Table 1 provides the results of several economic modeling studies that reviewed 
cap and trade programs similar to S. 2191. The comparison looks both at the price 
per ton of carbon, and the impact of that price level on GDP. 
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Table 1. ^ 

Results from modeling exercises of cap and trade scenarios similar to S. 219^^^ 


Allowance price, 

S 2005/metric Ton 

Impact on GDP percentage growth 
relative to 2005, (change from reference 
case) 


2020 

2030 

2050 

2020 

2030 

2050 

Nicholas 

Institute 

25.50 

41.80 

111.10 

58% 

(-0.82%) 

110% 

(-0.98%) 

237% 

(-1.64%) 

Massachusetts 
Institute of 
Technology 

37.25 

55.13 

120.80 

64% 

(-0.56%) 

119% 

(-0.70%) 

268% 

(-0.28) 

Clean Air 

Task Force 

26.27 

56.71 

NA 

NA 

NA 

NA 


None of the economic analysis developed to date has included a complete account- 
ing of the complementary policies or the explicit uses of the emissions trading reve- 
nues accruing to the government from an auction of allowances in minimizing eco- 
nomic impacts. These can he substantial. For example, WRI recently facilitated a 
multi-stakeholder process in Illinois to develop recommendations for a state climate 
mitigation program. The diverse stakeholder group was charged with submitting 
policy recommendations to reduce total state-wide emissions to 1990 levels by 
2020 — comparable to near term targets under consideration in S. 2191. Illinois is 
representative of many U.S. states as it relies on coal for about half of its electricity 
generation, is home to both large metropolitan areas and rural agriculture, and is 
currently witnessing significant growth in its GHG emissions. The policies under 
consideration included a cap and trade program for large emitters in the industrial 
and electric generation sectors as well as several complementary policies addressing 
energy efficiency, renewable energy, CCS equipped coal generation and reducing 
GHG emissions from passenger vehicles. In short, the process reviewed many of the 
approaches proposed in America’s Climate Security Act. 

ICF Consulting was contracted by the Illinois to analyze the economic costs of the 
policy package. Economic modeling of the entire package of recommendations found 
that the price of allowances in the cap and trade program rose to over $ 18/tonne 
in 2020, but that even at this price, state GDP increased by nearly 1 percent as 
compared to business as usual. Personal disposable income and net employment saw 
similar gains.* These results are in line with those of a similar study led by David 
Roland-Holst at the University of California — Berkley which looked at the economic 
effects of California’s GHG reduction policies.*' The policy package in that study, 
which also sought to reduce GHG emissions to 1990 levels by 2020, found that a 
cap on emissions in combination with complementary policies achieved up to a 3.4 
percent increase in state GDP as well as an increase in net employment. These state 
examples show that robust and comprehensive climate policy can meet environ- 
mental goals while enhancing the nation’s economy. 

The positive economic impacts of the implementation of a climate change regime 
are obvious. The U.S. economy has grown while becoming more efficient and reduc- 
ing pollution for decades. A price on carbon in conjunction with appropriate com- 
plementary energy policies can accelerate this positive trend. Indeed, as existing 
and new American technologies are likely to thrive in a carbon constrained world, 
new business opportunities will plausibly lead to a more robust economy that can 
generate new jobs while increasing national energy security. 

EASING THE TRANSITION: STRATEGIES TO CONTAIN COSTS 

Although new opportunities will be significant, the cap-and-trade program will 
create uneven costs across the economy. In designing an effective cost containment 
strategy, five economic burdens must be balanced: 

• cost to any particular company 

• cost to an industry 

• cost to a region 

• cost to a class of consumers 

• cost to the economy 

Designing cost mitigation programs will therefore require different approaches de- 
pending on whose costs one mitigates. There are four ways in which the bill seeks 
to provide economic mitigation assistance: (i) free allocation of pollution allowances 
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to regulated entities, (ii) a public auction to generate revenue for investment in new 
technologies and provide low income assistance, (iii) inclusion of energy efficiency 
and consumer and state programs as recipients of free allowances for public pur- 
poses, and (iv) specific cost mitigation programs such as offsets and borrowing. 

In addition to rewards for early action and carbon capture and sequestration, the 
bill provides regulated entities a free allocation of 40 percent of the total allowance 
pool, phased out over time, disappearing entirely after 24 years. If we assume a 
price of $20/ton of CO 2 equivalent, this implies a value of $45 billion in transition 
assistance to regulated entities in the first year of the program. For comparison, a 
recent Congressional Budget Office report estimated that as few as 16 percent of 
freely allocated allowances could allow for regulated entities to remain “whole” as 
they transition into the new low-carhon economy.”' 

Auctioning allowances and using the revenues to cut distortionary teixes may be 
the most efficient and least expensive approach to implementing a market-based 
system according to economic models."'" Auctions may also allow the government to 
raise revenue for any number of other purposes, including technology investments 
or deficit reduction. Furthermore, evidence exists that auctions tend to stimulate 
greater innovation than free allocations and may lead to more efficient investments 
in technology."''' Real-world complexities, however, such as multiple distortionary 
policies, monopoly power, and differences among regulated firms, complicate the 
issue, making the optimal choice between full auctioning and full free allocations 
of allowances less clear."" However, S. 2191 makes a clear statement regarding the 
importance of auctioning, starting at a level that is far higher than proposed in 
other legislation, and currently surpassed only by individual state proposals in the 
Regional Greenhouse Gas Initiative program in Northeast (where most states plan 
to auction 100 percent of their allowances). 

While an auction tempers the politics of allowance distribution, there are still im- 
portant political decisions that must be made regarding the distribution of auction 
revenues. Such revenue will be key to mitigating the costs of the program on low- 
income households, for worker transition programs, as well as for funding new low 
carbon technology programs that will ultimately lower overall compliance costs. By 
making specific provisions for such allocations, S. 2191 seeks to address the poten- 
tial regressivity of the policy while providing dedicated funding to develop the tech- 
nologies required to reduce emissions and ensure the U.S. remains economically 
competitive. 

Since markets do the best job of controlling costs over time, the most effective cost 
mitigation policy will be based upon the robustness of the cap and trade program. 
There have been concerns raised that large price fluctuations may arise in a new 
GHG market. Such large price changes create risks both to firms in terms of tech- 
nology investment, and potential cost to consumers. S. 2191 attempts to limit price 
distortions and fluctuations through two mechanisms: (1) allowance borrowing and 
banking and (2) the establishment of a Carbon Market Efficiency Board which can 
adjust the amount and terms of borrowing to limit negative economic impacts. Addi- 
tional consideration will be needed to assure that the Board has a clear, transparent 
and effective governance structure. 

Offsets are another design element that can contain costs. Offsets provide regu- 
lated entities with additional options to reduce GHG emissions that occur outside 
of the cap. This is desirable as many offset opportunities are estimated to be of 
lower cost than abatement options at regulated facilities. A well designed offset pro- 
gram that contains a framework to insure that reductions are real, additional, per- 
manent and verifiable can lower overall compliances costs while maintaining the en- 
vironmental integrity of the program. S. 2191, contains a design framework that 
should achieve these dual outcomes, including offsets from both within the U.S. and 
internationally. 


INTERACTION WITH STATES 

To date, states have been leading the policy response to climate change; Califor- 
nia’s AB32 and the Regional Greenhouse Gas Initiative serve as two notable exam- 
ples. Recent WRI work on the influence of states in federal policy finds that a com- 
mon development is for the federal government to (at least partially) preempt state 
authority, and set a regulatory floor to which all states must adhere (hut which 
states may choose to exceed. ""' 

S. 2191 follows this tradition by appl 3 dng a uniform national policy floor, but by 
allowing states to exceed this floor based on their particular circumstances. This ap- 
proach achieves a more robust environmental outcome than one that stifles the in- 
novation that will almost certainly emerge from continued state experimentation. 
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However, it also serves to set a national standard that will reduce compliance costs 
for industry, which legitimately fears a patchwork of state regulation. 

S. 2191 follows state precedent in another, equally important fashion: it explicitly 
instructs the EPA to cooperate and harmonize federal emissions reporting and 
tracking requirements with the Climate Registry, a common emissions reporting 
and tracking platform in which 40 states currently take part. The Climate Registry 
uses generally accepted accounting protocols that are common in the private sector 
and in other GHG programs around the world. By adopting this standard, the bill 
provides for a common infrastructure for both state and federal programs, and one 
that already has national buy-in. 

INTERNATIONAL INTERACTIONS 

The global community is assembling in a month in Indonesia to continue discus- 
sions about the global action required to protect the climate. There are three major 
issues on the table: mitigation efforts by major industrial emissions sources and 
emitting countries, reducing emissions from deforestation and encouraging sustain- 
able forest carbon management, and programs and approaches to help countries, 
ecosystems and vulnerable populations adapt to climate impacts. 

America’s Climate Security Act focuses on U.S. mitigation efforts, but also clearly 
acknowledges forestry through both the inclusion of an offsets program, and through 
an innovative set aside for forestry both in the U.S. and globally. In the U.S. and 
around the world, impacts and costs of climate change are already mounting and 
hurting the world’s poor populations and harming fragile ecosystems and water re- 
sources. S. 2191 provides only one lens for this issue — the national security implica- 
tions for the United States of a fragile natural resource base and vulnerable popu- 
lations. The broader adaptation agenda is both a responsibility and an opportunity 
for the U.S. to rebuild its international leadership in the climate arena and support 
robust private and public engagement to help protect people and the planet. 

Just as S. 2191 provides a clear roadmap for industry in the U.S. on the emissions 
reductions required through its targets and timetables, the bill also signals to the 
international community that the U.S. will take the steps required to reign in its 
emissions and its impact on people and ecosystems around the world. With the U.S. 
and Australia currently reviewing climate policies, and Europe’s cap and trade pro- 
gram underway, China releasing its National Climate Change Plan, and the Meet- 
ing of the Parties next month, we can chart a course for a new international agree- 
ment by 2012. 

Thank you Madame Chair. I appreciate the opportunity to present this testimony. 
I welcome any questions you or the committee might have. 
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"■ Stern, Nicholas. 2006. Stern Review on the Economics of Climate Change. (Cam- 
bridge University Press: Cambridge, United Kingdom). 
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$6.98 trillion. 

''See http:! Iwww.rms.comI 
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watereconl 020. html ?cxntlid=inform 

''"This figure, from new analysis underway byu McKinsey, is posted by the Wis- 
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Cap Scenario” is used to represent the tighter cap of S. 2191 in comparison to the 
caps of the annotated table of contents modeled in the core scenario. 

MIT — Paltsev, et al. 2007. Assessment of U.S. Cap-and-trade Proposals. MIT Joint 
Program on the Science and Policy of Global Change Report 146. Data from “203 
bmt limited sectoral coverage” scenario is used to represent less than full-economy 
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mate Change Advisory Group to Governor Rod R. Blagojevich. For an overview pres- 
entation of modeling results please see http: II www.epa.state.il.us ! air ! 
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Roland-Holst, Robert, 2006. Economic Growth and Greenhouse Gas Mitigation 
in California. University of California — Berkley. 

“" Congressional Budget Office, 2007. Trade-offs in Allocating Allowances for COP 2 
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L. H., et al. 1999. The Cost-Effectiveness of Alternative Instruments for Environ- 
mental Protection in a Second-Best Setting. Journal of Public Economics 72(3): 329- 
60. 

“‘“Adoption: Evidence from the U.S. Lead Phasedown. Journal of Industrial Eco- 
nomics 51(3): 317—43. Milliman, S. R., and R. Prince. 1989. Firm Incentives to Pro- 
mote Technological-Change in Pollution-Control. Journal of Environmental Econom- 
ics and Management 17(3): 247-66. Popp, D. 2003. Pollution Control Innovations 
and the Clean Air Act of 1990. Journal of Policy Analysis and Management 22(4): 
641-60. 

“''Babiker, M. H., et al. 2003. Teix Distortions and Global Climate Policy. Journal 
of Environmental Economics and Management 46(2): 269-87. Fischer, C., I. W. H. 
Parry, and W. Pizer. 2003. Instrument Choice for Environmental Protection When 
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Senator Boxer. Thank you, sir. 

Anne Smith, vice president, CRA International. 

STATEMENT OF ANNE E. SMITH, Ph.D., VICE PRESIDENT, CRA 

INTERNATIONAL 

Ms. Smith. Madam Chairman, members of the Committee, thank 
you for inviting me. I am Anne Smith, a vice president of CRA 
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International, an economics consulting firm. My testimony is my 
own and does not represent CRA or any of its clients. 

The economic impacts of any new policy should be carefully ex- 
amined when that policy will be expected to dramatically alter pat- 
terns in consumer behavior and in markets. This is certainly the 
case for S. 2191. Using CRA’s MRN-NEEM model for assessing cli- 
mate policy costs and considering many different sets of assump- 
tions, I estimate that the present value of S. 2191’s net costs to 
U.S. consumers will be between $4 trillion and $6 trillion through 
2050. 

In terms of GDP, in 2015 alone, GDP would be lower by about 
$160 billion to $250 billion. Eventually, the annual loss in U.S. 
GDP would increase to the range of $800 billion to $1 trillion, stat- 
ed in today’s dollars. For context, these losses exceed our current 
annual outlays for Social Security. 

In terms of jobs, by 2015 alone, S. 2191 would result in net job 
losses of 1.2 million to 2.3 million jobs. These are net losses, de- 
spite a substantial increase in so-called green jobs. But the most 
troubling aspect to me of the impact estimates is their speed of 
change. Just to meet the 2015 cap, U.S. electricity generators could 
have to cut their use of coal by as much as half, and increase their 
use of natural gas by as much as 70 percent. These shifts are found 
to be necessary, despite large reductions in electricity use and very 
large increases in renewables. 

To deliver that much more gas in a space of just a few years 
would likely cause gas prices to spike far higher than the 15 to 20 
percent price increases that our and other equilibrium models indi- 
cate. The problem is that the caps in S. 2191 are far ahead of the 
technologies needed to produce deep emissions cuts. Everyone likes 
to say technology is the solution, and it will be. But the tech- 
nologies they are talking about will take a lot more time than S. 
2191 is allowing. Meeting the S. 2191 caps would require large ad- 
ditions of coal-based generation that captures and stores carbon 
emissions underground. 

My estimates including building as many new power plants with 
this technology as the entire current U.S. fleet of coal-fired power 
plants by 2050. My estimates also project enough vehicles using 
enough new zero emitting fuels to displace all of the vehicle emis- 
sions from the current U.S. vehicle fleet, but by 2050. These 
changes plus much more nuclear power at the key technological so- 
lutions that are on the horizon. They can contribute to very large 
reductions by 2050. 

However, even by 2025, only about one-tenth of this technological 
potential can be in place, and effectively none of it can help meet 
the caps before 2015. Renewables and energy efficiency can start 
earlier, and they do in my analyses. But their potential is just not 
sufficient to meet the stringent, near-term targets of S. 2191 cost 
effectively. Consequently, initial compliance involves a disruptive 
large switch toward natural gas, a fossil fuel that emits a lot of 
CO 2 in its own right. This is a switch that hardly moves us toward 
greater energy security during that time period prior to about 
2025. 

But then by about 2025, all of that new natural gas infrastruc- 
ture and generation will lose market share to the new low-carbon 
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technologies as they start to come online, the ones that were need- 
ed all along. The rapidly built-up infrastructure supply chains for 
natural gas will become under-utilized within about 15 years of 
being created. We will need to restart the coal mines and the trans- 
portation network that were shuttered so rapidly only 15 years be- 
fore. 

S. 2191 sets ambitious caps, but its near-term ambitions are far 
ahead of the necessary technologies. Despite the economic risks 
that this poses in the near-term, the bill does not provide any pro- 
tection from leakage when manufactured goods from unregulated 
countries out-compete our own. 

[The prepared statement of Ms. Smith follows:] 

Statement of Anne E. Smith, Ph.D., Vice President, CRA Inteenatonal 

Madame Chairman and Members of the Committee: 

Thank you for your invitation to participate in today’s hearing. I am Anne Smith, 
and I am a Vice President of CRA International. Starting with my Ph.D. thesis in 
economics at Stanford University, I have spent the past twenty-five years assessing 
the most cost-effective ways to design policies for managing environmental risks, in- 
cluding cap-and-trade systems. For the past fifteen years I have focused my atten- 
tion on the design of policies to address climate change risks, and have prepared 
many analyses of the economic impact of climate polices. I thank you for the oppor- 
tunity to share my estimates of the impacts of America’s Climate Security Act of 
2007 (S. 2191) with you. My written and oral testimonies reflect my own research 
and opinions, and do not represent any positions of my company, CRA International, 
or its clients. 

Net societal costs are an inescapable aspect of an emissions limit via a cap-and- 
trade program that cannot be eliminated through any allocation formula that may 
be devised. The potential economic impacts of any new policy should be carefully 
explored, but particularly so when one expects that the new policy would cause dra- 
matically altered patterns of economic activities and consumer behavior. This is cer- 
tainly the case for a greenhouse gas policy such as S. 2191. 

I have estimated the costs and economic impacts of S. 2191 using a model called 
MRN-NEEM that I and my colleagues at CRA International have developed over 
the past two decades specifically to provide a credible and state-of-the-art ability to 
assess greenhouse gas emissions control policies. I will summarize the results of 
these analyses in my testimony, and also discuss some other issues with how S. 
2191 would affect the economy that are not directly addressed in the model anal- 
yses. 


OVERVIEW OF ECONOMIC IMPACT MODEL 

Detailed documentation of the MRN-NEEM model is available on CRA’s website. ^ 
In brief, this model is a “general equilibrium” model of the U.S. economy. This 
means that it tracks every dollar that is spent in order to reduce emissions through 
the economy, accounting for economic gains in those sectors that provide the goods 
and services that result in emissions reductions, as well as economic costs to those 
who must incur these added expenditures, and to those sectors that lose demand 
as a result of the policy. The model also accounts for any changes in the distribution 
of wealth that result from the combined impact of emissions control spending and 
the disposition of the wealth associated with newly created allowances. The results 
of a model run thus reflect the net impact to the U.S. economy after all of the win- 
ners and losers under a proposed policy have been accounted for. It is these net 
costs that should be compared to the changes in climate-related risks expected of 
the policy. 

The model assumes that implementation of an emissions cap will occur in a least- 
cost fashion with fully-functional, competitive product and allowance markets. The 
only limits imposed on the efficiency of a cap-and-trade market are those that are 
directly specified in a Bill, such as when some sectors are not covered by the pro- 
posed cap scheme.^ Leakage of some economic activities outside of the U.S. is also 


^httpij / www.crai.com I pubs I pub 7748.pdf 

2 Placing sectors that are not covered by the proposed cap into the offsets category still limits 
the program’s efficiency. 
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estimated for sectors that face competitors in other countries that do not have their 
own emissions caps. 

Additionally, MRN-NEEM assumes all businesses and consumers have “perfect 
foresight” of future allowance prices and policy requirements. This means that the 
model does not include any costs due to uncertainty and “surprises” that will prob- 
ably also be associated with compliance with a new policy. It captures only a long- 
run equilibrium in all of the markets, and thus does not include any of the costs 
of an overly rapid shift in markets due to imposition of a new policy. The potential 
disruptiveness of the transition to the new equilibrium, however, can be assessed 
by considering the rate of change in key markets observable in the model results. 

MRN-NEEM represents the U.S. economy in 9 geographic regions and 10 busi- 
ness sectors from 2010 through 2050. Table 1 lists the 10 sectors. The model also 
includes household emissions (including from personal automobile use) and govern- 
ment spending. The electric sector — a very central playing in the emissions control 
effort — is represented in exceptional detail. Electricity markets are divided into 29 
regions interconnected by limited transmission capabilities. Every generating unit 
in the U.S. is represented in the model, with its current emissions control equip- 
ment, and retrofit opportunities. Generating emissions of SO 2 , NOx and Hg (and 
their associated caps) are also included. Use of existing power plants is determined 
by their ability to serve electricity load cost-effectively, and the model retires plants 
that can no longer do this as emissions caps come into effect. The model contains 
substantial detail on new generating technologies that can be built, including all of 
the major forms of renewables generation, new nuclear power, and an ability in the 
future to add (or retrofit) carbon capture and storage onto advanced coal-based gen- 
erating units. 


Table v . — Business Sector Disaggregation Used in MRN-NEEM Model for Analysis S. 2191 


Energy Sectors 

Non-Energy Sectors 

Coal extraction 

Agriculture 

Oil and gas extraction 

Energy-intensive sectors 

Oil retining/distribution 

Manufacturing 

Gas distribution 

Transportation services 

Electricity generation 

Services 


SUMMARY OF ESTIMATES OF THE ECONOMIC IMPACTS OF S. 2191 
Key Assumptions 

Using the MRN-NEEM model, I and my colleagues have prepared a number of 
different simulations of the economic impact of the emissions cap-and-trade program 
of S. 2191. These simulations (or “scenarios”) differ in their input assumptions, thus 
providing a range of estimates of the impact of the Bill that I summarize in my tes- 
timony below. The range reflects a variety of assumptions about the following key 
inputs: 

• The precise numerical level of the cap. — This is the most important cause of the 
ranges that I will report. Characterizations of S. 2191 imply that the cap in 2012 
would be set at 2006 emissions levels. However, the Bill itself states a numerical 
cap of million metric tons of CO 2 in 2012 that is about 10% lower than the official 
U.S. Greenhouse Gas Inventory’s 2005 emissions reported for the sources that S. 
2191’s cap would cover. Lacking any information to resolve this discrepancy, I 
present results that have applied a cap at the numerical limits stated in Section 
1201(D) of S. 2191, and also at the higher level that we find reported in the U.S. 
Inventory. As in any cap-and-trade program, the stringency of the cap determines 
the cost of the policy. The scenarios that were run using the more stringent caps 
stated in S. 2191 are generally those that define the more severe economic impacts 
shown in the ranges that I report below. Similarly, the scenarios that were run 
using the less stringent cap levels (based on the data published in the inventory for 
the covered sectors) generally define the less severe economic impacts in the ranges 
that I report below. 

• Timing for availability of advanced, low-carbon technologies. — All scenarios 
showed exceptional reliance on advanced, low-carbon technologies that are not pres- 
ently commercially available, particularly coal-based generation that uses carbon 
capture and sequestration (CCS) and zero-carbon liquid fuels, such as could be pro- 
vided by commercialization of cellulosic ethanol. Scenarios reported here reflect a 
wide range of different assumptions about the date of availability and rate of poten- 
tial construction of CCS technology, although even the most “pessimistic” of the as- 
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sumptions used did allow a very large amount of the technology to be introduced, 
as I will explain below. 

• Cost and effectiveness of advanced, low-carbon technologies, and rate of cost im- 
provement. — Although cost estimates are available for technologies that will one day 
come into the market place, these estimates are viewed as quite uncertain. They 
will also change over time, even if a current estimate is a sound one for a given 
point in time. Our scenarios reflect a variety of the current estimates of technology 
costs and different rates of improvement over time in those costs. 

• Rate of growth in electricity demand. — The rate of increase in energy demand 
as the economy grows (i.e., the energy-intensity of the economy) also contributes to 
the degree of effort that it will take to meet a future cap of any particular level. 
Our scenarios contain a range of base case electricity load growth assumptions, gen- 
erally defined by projections of the National Electricity Reliability Council (NERC) 
which monitors the sufficiency of U.S. electricity supplies and by the projections of 
the Energy Information Administration (EIA) in its Annual Energy Outlook 2007. 

• Natural gas prices. — Long-term natural gas prices forecasts are very uncertain, 
but can have a significant effect on the cost of achieving different CO 2 levels. Our 
scenarios rely on the reference cases of the EIA’s Annual Energy Outlooks (both 
2006 and 2007) through 2030, where that forecast ends. After that, our scenarios 
vary in whether they assume gas prices would continue to increase over time, or 
would remain flat (in real dollars) after 2030. 

• Quantity of offsets allowed. — S. 2191 would allow a limited number of offsets 
to be used in meeting its caps. There is some uncertainty in interpreting its provi- 
sions regarding how much flexibility these provisions would provide to use a variety 
of sources and types of offsets. Our scenarios use offsets limits that range from 16% 
to 30%, reflecting different views on how much could be obtained through inter- 
national channels under Title lI.E. 

• Quantity of new nuclear capacity that may be built. — ^All of our scenarios allow 
new nuclear generation to be built after 2015, and allow the existing fleet of capac- 
ity to remain through 2050. The scenarios allow a maximum of 85 to 130 GW of 
new nuclear capacity to be added by 2050 (depending on the scenario), and they all 
impose limits on how fast these can be built. These quantities are approximately 
equal to the amount of nuclear capacity already in place in the U.S., and so our 
analyses essentially double U.S. nuclear capacity between now and 2050. 

• Degree of emissions banking that will be adopted. — S. 2191 allows unlimited 
banking. However, our analyses reveal that the incentives to bank in the period 
2012-2020 are driven by expectations of very rapid allowance price escalation in 
much later years (e.g., in 2035-2050). It is debatable whether companies will engage 
in large amounts of banking to optimize costs over such a long period when they 
imply such substantial added near-term cost. Allowing the model to simulate such 
banking reduces total present value of costs, but it increases the impacts in the first 
years of the policy while it reduces the later year impacts by even more. Our sce- 
narios include cases with and without banking behavior. 

All of our scenarios have substantial quantities of new renewables, available im- 
mediately. The maximal quantity of different types of renewables varies by region, 
based on publicly available information on these resources. Our scenarios do not 
vary the assumptions about these technologies. 

S. 2191 allows some constrained amounts of borrowing. We reviewed our scenario 
results for whether borrowing would occur. We find that if long-term incentives are 
fully considered, there is actually an incentive even in the first years of the policy 
to bank rather than borrow. If a more myopic view is assumed, there would be a 
very slight incentive to borrow in the first few years of the period, if there were no 
penalty for doing so.® Given the financial penalties that S. 2191 would impose, and 
the limits to borrowing, we do not believe borrowing behavior would affect our cost 
estimates, and we did not make an effort to model it directly. We also find it dif- 
ficult to see how borrowing could proceed, given that S. 2191 intend to place allow- 
ances into accounts only on a year to year basis. Without having possession of one’s 
future allocations of allowances, borrowing would be a complex process, if possible 
at all. 


®That is, allowance prices in the initial periods when we turn off hanking rise at about 1% 
to 4% in real terms into the next 5 years. (In later years prices escalate by over 10% per year, 
implying a great desire to have built up a bank before that time period arises.) With a real dis- 
count rate of 5%, one might wish to borrow slightly from the next time period. However, a 
strong incentive to borrow would only occur if we were to see allowance prices falling in real 
terms, and we have not observed that outcome. The decision to tighten the cap in 2020 between 
the draft and final version of S. 2191 weakened the potential incentives to borrow at the outset. 
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RANGES OF ESTIMATED MACROECONOMIC IMPACTS 

Figure 1 presents the range of estimates of the marginal costs of meeting the S. 
2191 caps observed in the scenarios we have simulated. In this figure (and all that 
follow in my testimony), the two lines presented reflect the upper and lower bounds 
of our results.'^ Individual scenarios’ results fall inside the ranges presented, with 
the exception of the single highest and lowest estimate for each year. 

The estimates shown in Figure 1 are the marginal costs of control, stated as dol- 
lars per short ton of C02-e. This model output is commonly described as the allow- 
ance “price.” However, it is important to note (as will be discussed in a later part 
of this testimony) that actual market prices of allowances are highly volatile, and 
rarely reflect their long-run equilibrium level. The results presented here indicate 
the long-run equilibrium prices levels that may be expected under various different 
assumptions. The stringency of the cap itself is the greatest driver of these results, 
with higher prices associated with tighter caps. As noted above, just the uncertainty 
in what the actual numerical level of the cap may be under S. 2191 determines 
where in the range shown in Figure 1 one might expect to be. 

Figure 1. Range of Estimates of Marginal Costs of Meeting S.2191 Caps (Allowance “Prices”) 


Range of Estimates for C02 Prices 



2010 201.0 2020 202,0 2030 2035 2040 2045 2050 

Year 


As Figure 1 reveals, marginal costs of controls are projected to be in the range 
of $32 to $56 per short ton of CO 2 by 2015. Although our projections show prices 
rising to levels that are much higher after 2015, even the 2015 prices are “high” 
in an absolute sense. The 2015 projected price levels, if injected into the economy 
in a period of only a few years, would be disruptive to the economy, and cause a 
painful transition. Our modeling effort considers only long-run equilibrium out- 
comes, and does not in any way capture short-term transitional costs, that can be 
much larger. It is my assessment, looking at these initial prices levels, that the first 
few years of a cap such as prescribed in S. 2191 would be a time of substantial mar- 
ket turmoil that is not reflected in any of the impact estimates that I report next. 

MRN-NEEM is a model that optimizes economic welfare. Thus, the change in eco- 
nomic welfare that will result from a policy is its key output, and it is stated as 
a present value over the full time period analyzed, which is 2010-2050 in the cur- 
rent case. Our scenarios imply that S. 2191 would decrease U.S. average economic 
welfare by 1.1% to 1.7%. This impact varies by region, and the degree of regional 
impact can be varied by the formulas for allocating the allowances. Our analyses 


These are not “confidence intervals” but true minimum and maximum values over the set 
of scenarios we have run. We also note that there was nothing in the construction of our sce- 
narios intended to capture a probability distribution of any sort. That would require much more 
work than has been accomplished. 
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included a representation of the allocation formulas in the draft version of S. 2191 
(i.e., the August “Annotated Table of Contents”). Using that set of allocations and 
formulas for recycling of auction revenues, we find that New York, New England 
states, and California would experience welfare impacts substantially less than the 
U.S. average, while regions heavily reliant on fossil fuel energy sources would face 
impacts somewhat greater than the U.S. average. 

Figure 2 presents these economic welfare impacts restated in terms of changes in 
the annual value of all goods and services consumed by the average U.S. household. 
This measure is very similar to an estimate of the change in real disposable income. 
Our scenarios imply that real annual spending per household would be reduced by 
an average of $800 to $1300 in 2015. If the percentage consumption impacts pro- 
jected for each future year were to be stated in terms of current real spending power 
(we use 2010 spending as the proxy for “current” here), these spending impacts 
would increase to levels of $1500 to over $2500 by the end of our modeled time pe- 
riod, 2050. The costs shown in Figure 2 reflect the net impact on consumption due 
to more than just higher household energy bills. These costs also capture the net 
effect of increased costs of all goods and services, which require energy to produce. 

Another commonly used metric of economic impact is gross domestic product 
(GDP). This declines as consumers demand fewer goods and services, and it also de- 
clines if U.S. businesses close down due to competition from international suppliers. 
Offsetting these declines are increases as new investments are made in advanced 
energy technologies. Our scenarios find a net reduction in 2015 GDP of 1.0% to 1.6% 
relative to the GDP that would occur but for S. 2191. The impact rises to the range 
of 2% to 2.5% thereafter. Figure 3 shows the associated dollar amount by which 
GDP would be reduced in each year, stated in real 2007 dollars. (Inflation will make 
the dollar amounts larger over time.) GDP would be lower in 2015 by about $160 
billion to $250 billion. Eventually, the annual loss in GDP would increase to the 
range of $800 billion to $1 trillion (stated in real, 2007 dollars). (To provide some 
context, current annual outlays for Social Security are about $600 billion.) 

Naturally, with reductions in GDP come reductions in real wages and job losses. 
We have estimated 1.2 million to 2.3 million net job losses by 2015 over our set of 
scenarios. By 2020, our scenarios project between 1.5 million and 3.4 million net job 
losses. There is a substantial implied increase in jobs associated with “green” busi- 
nesses (e.g., to produce renewable generation technologies), but even accounting for 
these there is a projected net loss in jobs due to the generalized macroeconomic im- 
pacts of the Bill. 
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Figure 2. Impacts to Average US Household’s Annual Consumption (in terms of current spending) 
Range of Estimates for Change in Household Spending Power 



Figure 3. Change in GDP by Year Compared to No Carbon Cap (“BAU”) 
Range of Estimates for Dollar Change in GDP 



Year 
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RANGES OF ESTIMATED ENERGY MARKET IMPACTS 

Impacts I have presented thus far reflect the economy-wide, or “macroeconomic” 
impacts that are projected to occur when a cap such as that of S. 2191 is imposed. 
Underlying those impacts are significant alterations to the way that energy needs 
are met. I will now turn to some of the changes in fuels and electricity markets that 
drive the macroeconomic impacts described above. 

In the near term, the only way to make large reductions in emissions without re- 
ducing energy use is to shift from coal-fired generation to natural-gas fired genera- 
tion of electricity. As I will show later, the electricity sector is projected to make 
a very large increase in natural gas demand (i.e., up to 4 quadrillion Btus by 2015- 
2020). Somewhat offsetting this very large increase, our scenarios also project a de- 
crease in natural gas demand from other productive sectors covered by the S. 2191 
cap.® We project a net change in U.S. natural gas demand of up to 3 quadrillion 
Btus. (For context, current gas consumption in the U.S. is about 20 to 21 quadrillion 
Btus, of which 5 to 6 quadrillion Btus are consumed by electricity generators.) 

Naturally, increases in gas demand will translate into higher natural gas prices. 
Figure 4 presents the percentage changes in projected natural gas prices that our 
analysis estimates would occur under long-run equilibrium conditions. Even with a 
long-run equilibrium view, we project gas price increases of 15% to 20% by 2015, 
and staying high through 2030. As I mentioned earlier, however, sudden shifts in 
demand such as those projected by 2015 would cause significant market turmoil and 
much higher price spikes until a new long-run equilibrium of gas supply can be es- 
tablished. 

Figure 4 also shows that in later years (i.e., after 2030), natural gas demand actu- 
ally starts to fall relative to currently projected future levels. This occurs as more 
advanced technologies are projected to become more widely available. Natural gas 
may emit less CO 2 than current coal-fired generation, but it does still emit substan- 
tial amounts of CO 2 . In the longer run, as the cap tightens further, natural gas be- 
comes the highest-emitting source of energy and also starts to face declines in de- 
mand. This suggests that near-term caps that can only be met through a disruptive 
shift to greater use of natural gas may be a more costly policy than necessary to 
achieve large cumulative, long-run reductions in greenhouse gas emissions. 

Our analyses of S. 2191 account for all sources of greenhouse gas emissions (in- 
cluding the non-C02 greenhouse gases) on a nearly economy-wide basis. A substan- 
tial share of the long-run reduction is due to major shifts in all parts of the econ- 
omy, including a transformation of the way that vehicles are fueled. However, the 
majority of the emissions reductions in the near-term come from changes in elec- 
tricity generation emissions. These emissions account for about 34% of total green- 
house gas emissions today, but they are projected to contribute well over 50% of the 
emissions reductions under S. 2191 prior to 2030. I will therefore describe now the 
types of electricity sector changes that our analyses are projecting will occur in 
order to achieve the reductions under S. 2191. 


® All of the scenarios summarized in my testimony exempted household and commercial uses 
of natural gas, as they were prepared before the mark up of S. 2191 in which these sources 
became covered by the cap as well. 



58 


Figure 4. Changes in Projected Long-Run Equilibrium Prices of Natural Gas 

Range of Estimates for Percent Change In Natural Gas Prices {Relative to BAU) 



Electricity-related emissions changes are projected to come from a mixture of use 
of different fuels, use of different technologies, and reduction in electricity demand. 
These are interrelated phenomena. For example, changes in emissions from genera- 
tion will not be cheap, and they will drive up the wholesale price of electricity. That 
price increase, in turn, will incentivize efficiency improvements and behavioral 
changes to consume less electricity. 

Figure 5 presents the range of projected wholesale electricity price increases on 
a U.S. annual average basis after accounting for all of the combined effects in their 
most cost-effective combination. The increases are substantial, including a 36% to 
65% increase in those prices by 2015 alone. They continue to rise thereafter, reach- 
ing the range of an 80% to 125% increase by 2050. This occurs despite extensive 
technological advancements and efficiency enhancements. These estimates do not re- 
flect any of the volatility in allowance or natural gas prices that can be expected, 
particularly in the initial years of the policy. 

Figure 6 portrays the extent to which our analyses project electricity growth to 
moderate. The projected “business as usual” (BAU) growth in U.S. electricity de- 
mand is shown as a range by the pink (i.e., upper two) lines (there is a range be- 
cause our scenarios used different BAU growth paths). The range between the blue 
(i.e., lower two) lines shows demand after consideration of price-induced (and policy- 
induced) demand changes. These demand changes are on the order of 30% from 
BAU, and nearly levelize electricity demand growth. They do not occur costlessly. 
This degree of demand reduction can only occur because of the electricity price in- 
creases shown in Figure 5. These declines are, in part, induced by the higher cost 
of electricity, which makes technological and behavioral changes in consumption a 
cost-effective choice. However, to some degree, these declines also reflect reductions 
in the productive output of the U.S. economy, which is what I meant by the term 
“policy-induced” demand reduction. To some extent the latter declines may reflect 
mere leakage, which I discuss in the next section of my testimony. 
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Figure 5. Projected Percentage Change In Wholesale Electricity Prices (Relative to “BAU”) 

Range of Estimates for Percent Change in Whofesaje Electricity Prices 



Year 

Figure 6. Electricity Demand with S.2191 and without a C02 Limit 

us Electricity Demand •> Range of Estimates for BAU and for L-W Bili 
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Demand reduction, although large, contributes a relatively small share of the elec- 
tric sector’s emissions reductions. In the short-run, the major response is a rapid 
and large increase in the use of natural gas. In the longer-run, new technology plays 
the major role. Figure 7 shows the amount of CCS capacity that is assumed to be 
possible to install over time in our set of scenarios. Although not yet commercially 
available, our scenarios allow between 200 GW and over 400 GW of this technology 
to be installed by 2030. These are highly uncertain assumptions because there has 
been very little done yet in terms of technical feasibility studies to suggest realistic 
expectations for constructing new and replacement generation on the rapid 
timescales implied by this type of policy. The projected uptake of this allowed 
amount is usually at its maximal allowed levels.® To put these quantities into con- 
text, the current installed capacity of coal-fired generation in the U.S. is about 300 
GW. Thus, these scenarios allow the entire existing coal-fired asset base to be effec- 
tively replaced with CCS. (There are also very large amounts of zero-emitting re- 
newables and nuclear generation that are available — and adopted — in these sce- 
narios.) 

Figure 7. Rates of Uptake of Advanced Coal-Based Generation with CCS 
Range of Coal-Based Capacity with CCS (Cumulative Additions) 



A notable element of Figure 7 relates to the timing of this large potential for fu- 
ture CCS installations. Although the scenarios assume that we can effectively re- 
place our existing fossil fueled fleet with an equivalent capacity that has very low 
emissions (due to the CCS), this cannot be done in the near-term. Almost no CCS 
capacity can be realistically expected to help meet S. 2191 targets in 2012-2015. 
Even by 2025, the quantity that can realistically be brought into the generating sys- 
tem is very small compared to the ultimate potential. In brief, the emissions targets 
of S. 2191 are far ahead of the time curve of availability of the most critical tech- 
nologies for achieving large emissions reductions. (We see similar temporal con- 
straints on the low-carbon vehicle fueling options.) 

With the timing of the target stringencies so far ahead of the ability of advanced 
technologies to respond, the only option of the electricity sector to meet the limits 
of S. 2191 is a large shift from coal to natural gas generation during 2012 through 
2030, and then an equally large shift back in the years from 2030 through 2050. 
The magnitude of these cycles is visible in Figures 8 and 9. 

The projected cycle in coal and gas demands by the electricity sector will imply 
many types of costs and transitional issues not apparent in the model results. Huge 


® Exceptions have occurred in the later years for scenarios with the largest allowed amounts 
of CCS combined with the lowest BAU demand forecast. Even in those cases, the projected use 
is at the maximum assumed to be possible in the mid-years, and very near the maximum even 
in the later years. 
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changes in energy supply infrastructure will have to occur to enable both the first 
phase of the cycle (through 2030) and then again for the later phase of the cycle 
(after 2030). This cycle can be avoided altogether by better aligning the timing of 
the emissions targets with the availability of the advanced technologies that are ex- 
pected to represent the long-run solution to greenhouse gas emissions. Doing so 
would also eliminate the near-term shocks to energy and electricity prices (such as 
evident in Figures 4 and 5), and allow a more gradual increase to the ultimately 
high prices that are necessary to reduce emissions to levels far below current emis- 
sions. Given that climate change risks are a long-term, cumulative phenomenon and 
not a near-term acute concern, true policy cost-effectiveness will come from a policy 
that allows a more gradual and steady transition to a low-carbon economy. 

leakage: a concern not fully addressed in the model analysis 

Some domestic companies whose products compete in international markets are likely 
to be driven out of business no matter what allocation they receive. 

A generous allocation could increase the shareholder value of a company that is 
unable to increase its prices due to competition in international markets (i.e., a 
“trade exposed” industry). However, it will do this in a perverse way that policy- 
makers need to be aware of. As the price of allowances rises, a company that cannot 
raise its product prices will experience falling margins. If that company is also 
granted free allocations, it can use them to offset some of the costs, and thus main- 
tain profitability. However, this will only be true for a range of lower allowance 
prices. At some allowance price point, however, the profit margins will be negative 
and the company will cease production. There will be premature retirement of the 
existing productive assets in our trade-exposed sector, and reductions in the eco- 
nomic activities associated with those sectors. Given that the cause of the closures 
is international competition, these lost U.S. manufacturing activities would be re- 
placed by foreign manufacturing: global emissions will not fall but the U.S. economy 
will still pay the price. 
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Figure 8. Cycle of Coal Demand by Electricity Sector due to S.2191 Targets 

Range of Estimates of Coat Used for Eiectricity Generation 
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Figure 9. Cycle of Natural Gas Demand by Electricity Sector due to S.2191 Targets 

Range of Estimates for Natural Gas Used in Eiectricity Generation 
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This perverse outcome of climate policy is called “leakage” because the policy is 
rendered ineffective environmentally when it causes emissions to “leak” across na- 
tional borders. Emissions from any part of the globe have comparable impacts on 
climate risks, as they all first accumulate together in the global atmosphere to have 
their combined and joint effect on the global greenhouse effect. On the one hand, 
this fact offers important flexibility to reduce emissions anywhere in the globe that 
has cost-effective opportunities to do so, and not to confine domestic efforts to ac- 
tions within U.S. borders. On the other hand, it also means that any GHG cap we 
impose domestically, and its attending domestic reductions, may be undermined by 
offsetting emissions increases in nations that do not have comparable caps on their 
own economies. Large sums of money could be spent with no actual global environ- 
mental benefit. U.S. economic output and jobs leak to other countries as well. 

Leakage has often been talked about in very general terms. Estimates of leakage 
due to a U.S. domestic policy are suggested in the range of about 10-15%, meaning 
that for every 10 tons that is reduced in the U.S., 1 ton is just emitted elsewhere 
in the world. This may sound like a relatively small price to pay in order to get 
a net 9 tons of reduction from U.S. action. The difficulty with this view, however, 
is that leakage is not a phenomenon that applies to every ton of emissions reduc- 
tion. Instead, there may be almost no leakage associated with controls on emissions 
that are not trade-exposed (e.g., personal and commercial transportation, electricity 
generation, and services), but nearly 100% leakage associated with controls on emis- 
sions in sectors that are trade-exposed (e.g., many of the energy-intensive manufac- 
turing processes such as cement, iron and steel, chemicals, transportation equip- 
ment manufacturing, textiles, etc.). Concentrated economic impacts on specific sec- 
tors that offer no benefit in terms of global emissions reduction make no sense as 
a matter of policy design. 

The potential severity of the impacts to trade-exposed industries appears not yet 
fully appreciated by policy analysts or polic 3 miakers. Most of the attention on esti- 
mating climate policy impacts has been focused on transportation and electricity 
generation, which are among the least concerned with potential leakage. The poten- 
tial plight of the trade-exposed industries has been mostly thought to be something 
that could be dealt with through compensating allocations. While that might solve 
the concerns of some of the shareholders of those businesses, policjunakers should 
closely examine whether they are prepared to face the economic impacts of reduced 
exports, increased imports, and losses of domestic output of many important ele- 
ments of the U.S. manufacturing base. 

POLICYMAKERS SHOULD FOCUS ON HOW TO LIMIT U.S. EMISSIONS WITHOUT CREATING 

LEAKAGE 

There are two ways to mitigate leakage without exempting trade-exposed sectors 
from an emissions cap: 

1. The first is to impose domestic emissions limits only as part of a global agree- 
ment among all nations that compete with our products, or which might start to 
compete once a policy offers them a greater cost advantage than they have now. 
Clearly, the present policy proposals in the Congress would not accomplish this. 

2. The second is to find ways to remove the competitive advantages of competitors 
at our borders, through “border teix adjustments.” Border tax adjustments are al- 
lowed only under very special circumstances under the rules of the World Trade Or- 
ganization (WTO). 

The legality of obtaining effective border teix adjustments in the case of a cap-and- 
trade system is quite questionable at present.'^ Title VI of S. 2191 represents an at- 
tempt to construct a system of border tax adjustments in a way that would be WTO- 
compliant, but it appears to have dubious chances of success in limiting leakage due 
to a cap-and-trade proposal. Title VI contains a complex set of provisions, each 
aimed at addressing one of several hurdles that would be faced in order to achieve 
the ultimate goal of equalizing costs of imports at the U.S. border in a WTO-compli- 
ant manner. Each of these steps — believed to be required to satisfy international 
law — would be open to legal challenge, leaving multiple potential ways that the ap- 
proach in Title VI could fail to provide the intended protection from leakage. Most 
critical in my mind, however, is that these many steps require time to accomplish. 
As embodied in S. 2191, the imposition of leakage protection might not be possible 
until 2019. Given that the cap in this Bill would start in 2012, this would imply 
up to seven years during which U.S. trade-exposed manufacturers would be facing 


^J. Pauwelyn, U.S. Federal Climate Policy and Competitiveness Concerns: The Limits and Op- 
tions of International Trade Law, Nicholas Institute for Environmental Policy Solutions Working 
Paper NI WP 07-02, April 2007. 
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competitive pressures, eroded ability to profitably continue in business, and experi- 
encing leakage. Delays of this sort in obtaining that coverage are not acceptable for 
the businesses that face rapidly responding markets. 

The method of S. 2191 in Title VI for obtaining WTO-compliant leakage protection 
was crafted to work with a cap-and-trade form of proposal. Interestingly, the pros- 
pects of successfully and immediately implementing border tax adjustments are con- 
sidered to be much greater in the case of a greenhouse gas teix than in the case 
of cap-and-trade.® If a carbon tax would provide better prospects for an immediate 
and WTO-compliant border tax adjustment, perhaps we should consider applying 
this type of approach for industries exposed to leakage through international com- 
petition, so that they at least can have the protection from leakage, even while other 
less vulnerable sectors could be in a cap-and-trade scheme if they choose. This 
might be especially useful to consider for certain commodities for which a heavy reli- 
ance on imported supply might be a strategic concern for the U.S. Those having a 
hand in creating a climate policy for the U.S. should become much more familiar 
with the intricacies of WTO rules, and the likelihood of successfully creating imme- 
diate and durable protection from leakage under different types of greenhouse gas 
policy designs. This needs to be sorted out before and not after a greenhouse gas 
policy is enacted. 

In the absence of a clear mechanism for preventing leakage with a cap-and-trade sys- 
tem, the only alternative for keeping economic impacts within acceptable bounds 
is to place a ceiling on the cost of allowances. 

The higher the price of permits under the domestic cap, the more serious “leak- 
age” is likely to be if there are no border tax adjustments in place. Thus, potential 
for leakage provides an important reason for directly ensuring that the price of per- 
mits that may occur under a domestic GHG cap-and-trade program will remain rel- 
atively low. The only way to design a domestic cap-and-trade program to address 
this international competitiveness risk is simply to keep the carbon price low 
enough that such losses remain within acceptable bounds. This, naturally, limits the 
amount of domestic emissions reductions that will be achieved as well. Until inter- 
national competitiveness issues are resolved (either through coordinated action or 
a system of border tax adjustments) ambitions to make significant reductions 
through any domestic cap-and-trade program will be thwarted, or else highly disrup- 
tive to key parts of our economy. This also implies that any domestic cap-and-trade 
program that is implemented in advance of internationally coordinated efforts 
should be designed with clearly defined permit price caps. 

PRICE UNCERTAINTY AND VOLATILITY: ANOTHER CONCERN NOT ADDRESSED IN THE 

MODEL ANALYSIS 

An allowance price ceiling has important additional merits for businesses and gov- 
ernment. 

Prices in all previous and existing cap-and-trade programs have exhibited sub- 
stantial volatility, and this can be expected of GHGs as well.® Price volatility, how- 
ever, is likely to have much greater generalized economic impacts with a CO2 cap 
than for caps on SO2 and NOx. CO2 is a chemical that is an essential product during 
the extraction of energy from any fossil fuel. As long as fossil fuels are a key ele- 
ment of our energy system (which they are now, and will remain for many years 
even under very stringent caps), any change in the price placed on GHG emissions 
will alter the cost of doing Business throughout the economy. This is because all 
parts of the economy require use of energy to one degree or another. 

In contrast, under the Title IV SO2 cap, a fluctuating SO2 permit price would only 
affect emissions from coal-fired electricity generation. In deregulated electricity mar- 
kets, coal-fired electricity does not always affect the wholesale price of electricity, 
and even significant fluctuations in SO2 permit prices might have almost no effect 
on electricity prices. Even in regulated electricity markets, the impact of the SO2 
price on the cost of all electricity generation would be diluted by the unaffected costs 


^Ibid. 

®Some have argued that hanking reduces price volatility. While it may reduce it, it certainly 
does not eliminate it. For example, the Title IV SO 2 market has experienced high volatility over 
the past two years, even though it has a large bank already in place. During 2005, SO 2 permit 
prices rose from about $600/ton to above $ 1600/ton, then plummeted to below $400/ton by the 
beginning of 2007. Additionally, banking offers little price stability at all during the start up 
of a new cap, simply because no bank yet exists, and this initial-period volatility can be very 
large if the first-period cap requires a substantial amount of reduction and/or has a relatively 
brief regulatory lead time. The experience of the first year in the NOx cap of the Ozone Trans- 
port Region of the northeastern U.S. is a classic example. 
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of all other sources of generation before it reached customers. Also in contrast to 
an economy-wide GHG cap, no other sources of energy in the economy are affected 
at all by SO 2 price changes. Finally, under the Title IV SO 2 cap, price variations 
during the past year that range from $400/ton to $ 1500/ton (the range observed in 
the past year under Title IV) have a modest effect on the majority of coal-fired units 
that are already either scrubbed or burning low-sulfur coal. Such units might see 
the cost adder due to its SO 2 emissions vary between 7% and 26% of its base oper- 
ating cost,i° and (as noted) the impact on consumer’s cost of electricity would be 
much smaller, if anything. 

Variation of CO 2 prices such as that observed in the EU ETS market over the 
past two years (approximately $0/ton to $35/ton) would cause all coal-fired units to 
see additional costs varying between about 10% and 175% of their base operating 
costs. Further, even gas-fired units would experience absolute cost increases equal 
to about half those of the coal-fired units.^^ Since gas-fired units do frequently set 
the wholesale market price of electricity, consumer electricity prices would also vary 
markedly with the price of GHG permits. Retrofits would not be available to attenu- 
ate these costs (at least, not until even higher permit price levels would be achieved 
and sustained at those levels.) At the same time, all other key energy demands in 
the economy (e.g., for transportation, industrial process heat, building heating and 
air conditioning, etc.) would also experience similar fluctuations with varying GHG 
permit prices. Clearly, the effect on the economy could be disruptive. 

These are not just theoretical calculations. The EU’s statistics bureau, Eurostat, 
reports that electricity prices rose significantly throughout the EU in 2005. House- 
hold rates rose by 5% on average over all 25 EU countries, and industrial rates rose 
by 16% on average. The high prices of GHG permits under the EU ETS during 
that period is widely viewed as having contributed to this price increase, and in- 
deed, wholesale electricity prices have fluctuated in step with the wide swings in 
ETS permit prices. It is not clear yet how or whether the wide variations in permit 
prices may begin to contribute to the variation in economic activity. However, it 
should also be noted that the EU ETS does not cover all sources of GHGs, or even 
a majority of sources of CO 2 emissions in the EU. (This may dampen the impacts 
of CO 2 permit price volatility on the EU economy, but is also a widely observed flaw 
in that cap-and-trade system’s potential to produce sufficient cuts in GHG emissions 
necessary for the EU to meet its GHG targets.) 

To sum up, price uncertainty and price volatility will impose impacts in the case 
of GHG emissions limits that are completely different in scale and scope from those 
under previous emissions trading programs. Their potential to increase variability 
in overall economic activity thus should be viewed as a core concern in designing 
a GHG cap-and-trade program. At the same time, the nature of climate change risks 
associated with GHG emissions is such that it is possible to design price-stability 
into a GHG cap-and-trade program without undermining its environmental effec- 
tiveness. In the case of a stock pollutant such as greenhouse gases, there is no need 
to absorb high costs in return for great specificity in achieving each year’s emissions 
cap.'^® Economists widely agree that the cost to businesses of managing the price 
uncertainty of a hard cap is not worth the greater certainty on what greenhouse 
gas emissions will be from year to year. 

Businesses clearly prefer having reliable allowance price expectations, but even 
governments would probably prefer some stability in the year to year revenue 
streams from an auction. For example, would large variability and uncertainty in 
allowance auction revenues be of any use if those revenues are intended to fund im- 
portant technology-related projects that have long-term funding needs? Even if the 
revenues would simply be rebated to citizens, would either the government or the 
citizens find any value in such uncertainty in the size of the rebate checks? 

A PRICE CEILING IS THE ONLY APPROACH THAT WILL OFFER THE REQUISITE DEGREE OF 
PRICE CERTAINTY AND STABILITY 

There are various ways to provide much greater price certainty under a cap-and- 
trade program, although none have been used in any trading programs to date. One 
of the simplest concepts that has gained substantial attention for GHGs has been 


“base” operating cost, I mean the cost of generating a unit of electricity before account- 
ing for the emissions price. The majority of this cost is the cost of the fuel. 

u However, the percentage increase in the hase operating cost would be much smaller (i.e., 
about 30% compared to 175%) because natural gas is so much more expensive than coal. 

Eurostat, “News Release— July 14, 2006” (Revised version 93/2006), available at http:/ 
ec.europa.eu/eurostat 

Richard G. Newell and William A. Pizer 2003, “Regulating Stock Externalities Under Un- 
certainty,” Journal of Environmental Economics and Management, Vol. 45, pp. 416-432. 
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called a “safety valve.” Unfortunately, this term has begun to be used loosely (e.g., 
under the rules of the Regional Greenhouse Gas Initiative, and in California’s AB32 
program) for a variety of mechanisms that do not actually provide the price cer- 
tainty originally intended. To be quite specific, the cap-and-trade program mecha- 
nism that provides the requisite price cap is one where the government offers to 
issue any number of additional permits to regulated companies at a pre-specified 
and fixed price per permit. This price is set low enough that it is not considered 
punitive, but rather as an assurance by the government that it would not consider 
control costs above that level to be desirable as a normal course of events. This 
is the mechanism that has been incorporated into the bill of Senators Bingaman and 
Specter. 

Because regulated entities know that they need not ever pay more for a permit 
than the established safety valve price, it functions as a price ceiling. No company 
would ever pay more to purchase a regular permit in the emissions market if it 
knows that it can always obtain sufficient permits at that price from the govern- 
ment, if necessary. Permit prices may fluctuate at levels below the safety valve 
price, but by judicious selection of an appropriate safety valve price, policy makers 
can ensure that these variations would not rise to a level that might be viewed as 
potentially harmful to the economy at large. If the safety valve price is hit on an 
occasional basis under a cap, then the goal of achieving long-term reductions in 
emissions is not harmed, given that the primary environmental risk of GHG emis- 
sions is a long-term, cumulative one. If the safety valve price is hit on a perpetual 
basis, this suggests an important need for policy makers to consider how we should 
address the evidence that meeting targets that are more difficult than hoped; how- 
ever, this policy deliberation will be possible without the urgent need to throw 
“band-aid” solutions onto the cap-and-trade program, and with concrete evidence of 
the degree of economic pain that is associated with the initially-established max- 
imum permit price. A higher price might then be deemed acceptable, but if not, the 
safety valve will have helped us avoid the greater pain of learning that fact through 
a hard cap approach. 

A final advantage of a price ceiling provision is that it will limit the potential for 
gaming and other concerns with market manipulation that are often expressed for 
cap-and-trade schemes. The possibility of limiting risks of unacceptably high policy 
costs, providing planning certainty, eliminating wasteful price volatility, and miti- 
gating concerns with allowance market manipulations ought to seem like a powerful 
argument in favor of a price ceiling provision. 

THE CARBON MARKET EFFICIENCY BOARD OF S. 2191 WILL NOT PROVIDE PRICE 
CERTAINTY OR STABILITY 

Aversion to the idea of a price ceiling has been widespread among parties that 
prefer hard caps at any cost over a long-run policy that offers price certainty in ex- 
change for some flexibility in year to year emissions outcomes. Recently, a proposal 
for a “Carbon Market Efficiency Board” (CMEB) was released that was supposed to 
offer an alternative to the price ceiling approach, This concept has been incor- 
porated into S. 2191 as Title II.F. Title II.F would provide no cost certainty at all. 
In fact, the white paper for the CMEB proposal that Title II.F follows explicitly 
states that it does not wish to diminish allowance price volatility: “The cost relieve 
measures are not intended to relieve brief price spikes that are part of normal, 
healthy market volatility.”^® The proposal goes on to assert that “‘volatility’ in price 
is expected and even desirable. As I have noted above, volatility creates unneces- 


Outside of the U.S., further confusion about the notion of a “safety valve” has been created 
by application of this term to the traditional notion of a penalty for noncompliance. The EU ETS 
has a penalty for noncompliance that is €40/ton CO 2 in Phase I and will be €100/ton in Phase 
II, starting in 2008. This is often described as a price cap, but its very high level relative to 
the price at which the cap is expected to be met makes it extremely ineffective. Further, its 
role as a penalty rather than as an additional compliance mechanism clearly would undermine 
the willingness of companies to resort to its use for planning purposes. The same confusion of 
penalty and safety valve appeared in the proposal for an Australian emissions trading scheme 
released in 2007 by Australia’s National Emissions Trading Taskforce. The notion of a “safety 
valve” should be clearly separated from the role of a noncompliance penalty, with the former 
being set at a price that is considered an acceptable level of policy implementation cost, and 
the latter being set at a much higher level that is considered “punitive” and not acceptable as 
an indicator of the cost of meeting the policy goals. 

^®“Cost Containment for the Carbon Market: A Proposal,” developed in consultation with the 
Nicholas Institute of Environmental Policy Solutions, Duke University, July 24, 2007. Available: 
http://www.nicholas.duke.edu/institute/carboncosts/carboncosts.pdf. 
i®/6/d., p. 3. 
p. 7. 
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sary planning and management costs to businesses, and should be eliminated if pos- 
sible without harming one’s objectives for reducing emissions within acceptable cost 
bounds. This is entirely possible in the case of a market that is entirely the result 
of regulation, such as an allowance market. The CMEB proposal does not meet the 
objectives of providing price certainty or policy cost containment. 

CONCLUSION 

There is no question that achieving significant reductions in greenhouse gas emis- 
sions will be very costly, and it is therefore important to strive to minimize those 
costs. The design of the program matters, and mitigating the ranges of costs I have 
estimated for S. 2191 will require taking care to incorporate several modifications 
to the present Bill. The most important attributes missing in S. 2191 are: 

• An approach that ensures policy costs will be held to a level considered accept- 
able to U.S. citizens. 

• A cap stringency that is timed to match the availability of new, low-carbon tech- 
nologies. 

• A policy that offers businesses price certainty for planning major new invest- 
ments in new technologies (e.g., in the form of a price ceiling). 

• A policy that protects against leakage of emissions to economically competing 
nations. 

• A supportive set of policies that provide effective incentives for research and de- 
velopment on breakthroughs in technologies that produce low-carbon energy. 

• Provisions in the policy to limit the costs that it will impose on the economy 
overall if emissions reductions turn out to be more expensive than considered ac- 
ceptable. 

• A policy that will deliver even larger emissions reductions if the targets turn 
out to be less expensive to achieve than is considered acceptable. 

It may be wise for policymakers to take time to consider more closely alternatives 
to the cap-and-trade approach for greenhouse gases. Cap-and-trade is not the only 
form of market-based policy option, and others may be more able to offer the above 
list of attributes, and thus be better suited for meeting the challenge of reducing 
greenhouse gases to levels that are being proposed without excessive damages to our 
economy. 


Response by Anne E. Smith, Ph.D., to an Additional Question from 
Senator Inhofe 

Question. Based on your testimony and the testimony of the other witnesses, is 
there anything else you would like to add? 

Response. The figures cited are provided at the end of this document. 

Comparisons to the Nicholas Institute Analysis of the Lieberman-Warner Bill. — I 
would like to provide some insight about the reasons why the Nicholas Institute 
analysis reputed to be a simulation of the costs of S. 2191 are lower than those of 
CRA International that I summarized in my testimony of November 8, 2007. In 
doing so, I address some unfounded criticisms in the testimonies on S. 2191 of oth- 
ers (who are unfamiliar with CRA’s analysis). 

David Hawkins stated in his written testimony before the EPW committee (No- 
vember 13, 2007, at p. 8) that CRA’s analyses are unreasonably constraining the 
use of carbon capture and sequestration (CCS) technology, the use of renewables, 
and emissions reductions in the transportation and industrial sector. Mr. Hawkins’s 
statements on this matter are unfounded in the facts. Jonathan Pershing made a 
similar statement during the hearing of November 8, in which he said he expected 
that CRA’s technology introduction constraints were a reason for a difference be- 
tween CRA’s and the Nicholas Institute’s different cost estimates. Dr. Pershing’s 
guess was not correct. 

• Eirst, it should be noted that CRA’s MRN-NEEM model and the ADAGE model 
used by Nicholas Institute are both the same generic type of model: a computable 
general equilibrium model. The CRA model appears to have a much more detailed 
representation of the U.S. electricity generating sector, with every unit in the coun- 
try individually represented and dispatched economically within 28 electricity dis- 
patch regions. The main differences in model results should therefore be tied to ei- 
ther input assumptions, or modeling detail. 

• Eigure 1 below shows the electricity generation mix in CRA’s high and low end 
cases (defined as the runs with the high and low CCS uptake assumptions in Figure 
7 of my written testimony). I developed Figure 1 specifically to compare to Figure 
A-13 in the Nicholas Institute paper on the LW Bill, which I have copied here as 
Figure 2. 
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• In Figure 1, notice that renewables generation (which includes existing hydro) 
in CRA’s analysis more than doubles by 2015. In fact, when existing hydro genera- 
tion is removed, the remaining non-hydro renewables rise by a factor of 3 to 5 be- 
tween 2010 and 2015. A comparison of Figures 1 and 2 show that CRA’s analysis 
has about three times more renewables generation than the Nicholas Institute’s 
analysis. Note that CRA’s analysis allows a very rapid expansion of new renewables 
during the period 2010-2020. 

• Nicholas Institute assumes about 28% more nuclear than CRA, which implies 
that whereas CRA’s analysis allows up to 110 GW of new nuclear capacity by 2050, 
the Nicholas Institute is probably assuming up to 140 GW. This is not a large dif- 
ference, but the Nicholas Institute is more optimistic about the potential rate of 
builds of new nuclear generation. 

• Comparison of Figures 1 and 2 also shows that CRA’s high-CCS case has ap- 
proximately the same amount of CCS generation by 2050 as Nicholas Institute’s, 
and the market penetration of CCS technology (the one true “advanced” generation 
technology in either analysis) is actually faster in CRA’s analysis during the period 
prior to 2030. In CRA’s low-CCS case, the reduced access to CCS is compensated 
by a combination of even more renewables, less remaining gas-generation (fossil), 
and greater energy efficiency by the industrial as well as commercial and residential 
consumers. 

• CO 2 emissions in the non-electric sectors drop off substantially in the CRA anal- 
ysis. For the industrial sector, the MRN-NEEM model captures the following inputs 
to production: materials, labor, capital, and energy. These inputs are traded off 
against each other in response to carbon prices meaning that other inputs can be 
substituted for energy. The CRA model does not neglect opportunities to reduce 
emissions in industry as page 8 of Hawkins’s testimony suggests. 

• Page 8 of Hawkins’s testimony says that “CRA assumes business-as-usual coal 
technology” (in the baseline). CRA does not assume which coal technologies are cho- 
sen in the baseline — the technologies are chosen by economics. Indeed, IGCC tech- 
nology (without CCS) is chosen by CRA’s model in the later years in the baseline. 
There is no IGCC with CCS chosen in the baseline — this is realistic (without a price 
signal to carbon, utilities will not install IGCC with CCS). 

CRA has not been able to determine through the available documentation how 
much energy efficiency is assumed in the Nicholas Institute analysis, but it plays 
a major role in CRA’s analysis. There is effectively a 0.6 price-elasticity of demand 
for all forms of energy in CRA’s MRN-NEEM analysis, meaning that a 100% in- 
crease in energy prices results in a 60% improvement in energy efficiency. This oc- 
curs as energy efficiency and conservation — businesses do not have to close in order 
for this amount of demand response to occur in CRA’s analysis, and it accounts for 
the large majority of the estimated reduction in energy demand that occurs in the 
MRN-NEEM analysis. This amount of energy efficiency response occurs within 
about 5 years of an energy price increase. Most energy analysts would agree that 
CRA energy efficiency assumptions are on the optimistic end of standard practice. 
They are far higher than that found in the EIA NEMS model. 

It is also not possible to compare CRA’s input assumptions about the transpor- 
tation sector with those of the Nicholas Institute analysis given the information pro- 
vided in the Nicholas Institute paper. However, there is a remarkable degree of im- 
provement in transportation-related emissions rates over time in the CRA model. 
This appears in the form of a zero-carbon fuel alternative that is a perfect substitute 
for gasoline. (It can be thought of as cellulosic ethanol, but could be any new fueling 
alternative to petroleum products.) In our analyses, the alternative fuel starts to be 
used by 2015, and — as I stated in my testimony — by 2050 there is so much used 
that it is like a 100% conversion of all cars on the road today to be zero-emitting. 
On the other hand the Nicholas analysis shows increasing petroleum consumption 
in all years of their analysis (see p. 10). 

The costs of the technologies discussed above are consistent with publicly avail- 
able data. Importantly, we allow learning curves for both the zero-emitting fuel, and 
also for CCS in one case, thus reducing technology costs over time. For example, 
at the outset, the alternative transportation fuel with zero-emissions costs 3 times 
the price of petroleum products now in use. By 2050 it costs only 50% more. Simi- 
larly, in one case, the cost of CCS is 75% lower by 2050 than its initial cost at the 
outset. We assume the current engineering estimates for this technology are con- 
sistent with costs in 2030, when it ought to be a mature technology, but costs con- 
tinue to be cut in half again by 2050. 

Clearly technology limits and insufficient representation of the industrial and 
transportation sectors are not the reasons for the differences between CRA’s and 
Nicholas Institute’s results. — We at CRA have concluded that the key reasons for the 
different costs estimated by Nicholas Institute result from a combination of: 
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(a) Nicholas Institute assumes a looser cap than CRA does — and one that is looser 
than the 5200 mmt CO 2 cap in 2012 that is written into the Bill. They say it is 
5450 million tons on p.2 of their write up. (We used 5200 million tons as dictated 
hy the Bill) 

(h) Inspection of Nicholas Institute paper’s figures indicates that that analysis ap- 
pears to assume 30% of the S. 2191 cap may he met using offsets, hut the Bill only 
allows 15% through domestic offsets. (Regarding the 15% for use of “international 
allowances,” the word “offsets” was actually removed in the markup; we interpret 
that provision to allow U.S. emitters to use actual allowances issued under pro- 
grams like the EU-ETS — if they can he had at a lower cost than the going price 
in the U.S. market, which we assume will not he the case anymore in the future 
than it is right now. Therefore, we do not expect significant international allowance 
purchases.) 

(c) Nicholas Institute apparently assumes offsets (even the 15% from domestic 
sources that we do agree the Bill provides for) are much cheaper than we do, hy 
assuming away things like project transactions costs and timing constraints in get- 
ting forestry sequestration offsets to their maximal growth rates. (We have to hase 
this statement on their EPA report of Lieberman-McCain analysis assumptions, as 
the Lieberman-Warner paper does not explain their offsets cost assumptions at all.) 
CRA has taken a more conservative — and we feel more realistic — approach. 

As a result, the actual US GHG emissions reductions achieved in the Nicholas In- 
stitute analysis are far less than those in CRA’s analysis. Figure 3 shows these 
emissions for both analyses. As is always the case, the larger the emissions reduc- 
tions, the higher the cost. Therefore, the key question in assessing the relative mer- 
its of the two analyses, is whether CRA or Nicholas Institute have more correctly 
interpreted the wording of the LW Bill regarding the actual level of the cap that 
would be imposed, and the provisions of the Bill regarding use of offsets. Assump- 
tions about the quantity of domestic offsets that would be available at various prices 
and in the initial years may also be important. 

Analyses of the Lieberman-MeCain Bill Does Not Provide a Valid Estimate of the 
Impacts of S. 2191 

In his testimony, Mr. Hawkins repeatedly cited the costs from analyses of the 
Lieberman-McCain Bill as if they are also consistent with S. 2191. This is simply 
not the case. The Lieberman-McCain Bill has a much less stringent cap overall, and 
more lenient limits on offsets. Thus, it is not valid to suggest that any estimates 
made of that Bill are representative of cost estimates for S. 2191. CRA has also pre- 
pared scenarios of the Lieberman-McCain Bill using the same sets of input assump- 
tions as we used for some of our scenarios representing S. 2191. Uniformly, the im- 
pacts for the Lieberman-McCain Bill are substantially lower than those we obtain 
for S. 2191. This fact is also reported and discussed at length in the Nicholas Insti- 
tute report on the Lieberman-Warner analysis. As always, the stringency of the cap 
determines the cost and impact of the policy. 

Analyses of Carbon Limits by MIT Do Not Provide a Valid Estimate of the Impacts 
ofS. 2191 

Dr. Pershing also cites cost estimates from MIT as if they were simulations of S. 
2191, which is not correct either. MIT’s report did not simulate scenarios of any spe- 
cific bills at all, but only generic time paths of emissions reductions. None of those 
time paths are consistent with the caps specified in S. 2191. Additionally, the MIT 
analyses did not address any of the Bill’s specific provisions such as the limits on 
the quantities of offsets that may be used for compliance. These features change the 
costs of a policy. 

Lack of Clarity about the S. 2191 Cap Level 

A significant issue with respect to the Lieberman-Warner Bill is the level of the 
cap. As noted in my testimony repeatedly, the stringency of the cap is a very signifi- 
cant determinant of its costs. 

The cap covers CO 2 and other greenhouse gas emissions from the Electric Power, 
Transportation and Industrial Sectors, as defined in “Inventory of U.S. Greenhouse 
Gas Emissions and Sinks: 1990-2005.”^ In addition, the Manager’s Mark-up also 
added emissions from natural gas combustion. Senators Lieberman and Warner 
have stated, “The cap over those sources starts at the 2005 emission level in 2012 
and then lowers year-by-year at a constant, gradual rate, such that it reaches the 
1990 emissions level in 2020. . However, the 2005 emissions level for Electric 
Power, Transportation and Industrial Sectors in 2005 does not equal the 5,200 mil- 
lion metric ton cap specified in S. 2191, nor does the 1990 emissions level equal the 


1 Available at http: I / www.epa.gov I climateclmnge I emissions j downloadsOS 1 07CR.pdf 

2 See http:! / warner.senate.gov / public ! index.cfm?FuseAction=Files.View&FileStore — 

id=42576573-e4cf-480d-b6fd-c5964f4f62dd. 
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2020 cap.^ These cap levels differ by almost 10%, which is particularly significant 
in early years. 


^S. 2191, Sec. 1201(d) of Manager’s Markup and Table ES-7 of “Inventory of U.S. Greenhouse 
Gas Emissions and Sinks: 1990—2005.” 
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1990 Emissions 

2005 Emissions 

Electric Power 

1,859.7 

2,429.8 

Transportation 

1,523.0 

2,008.9 

Industrial 

1.470.9 

1.352.8 

Total 

4,853.6 

5,791.5 

S.2191 Cap 

2020: 4,432 

2012: 5,200 

Difference 

421.6 

591.5 


These numbers also do not reflect the 2005 emissions level of natural gas, which was added to the 
coverage of the bill in the Manager’s Mark-up. Including the 2005 emissions associated with natural 
gas combustion from the Commercial and Residential sectors (and other sectors) would only widen 
the gap between the cap specified in S.2191 and the 2005 and 1990 emissions level that the cap is 
supposedly using. 
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Figure 1. Generation Mix for CRA High and Low CCS Uptake Cases 


Eiectricity Generations Mix by Source - High end of CRA range 
(for comparison to Nic institue LW paper's Figure A43) 
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Electricity Generation Mix by Source - Low end of CRA range 
(to compare to Nicirist LW paper's Figure A-13) 
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FIgur© 2. Copy of Figure A-13 in Nicholas Institute paper with Same Information as in Figure 1 above. 



Figure A-13. Electricity Generation Mix over Time; Lieberman-Warner vs S.280 
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Figure 3. Emissions Reductions in CRA’s Analysis Are Greater than those In the Nicholas institute’s 
Analysis 
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Senator Boxer. Ms. Smith, I am sorry, we have to cut you off 
there, because Senator Inhofe and I have to run down to the Floor. 
We want to get a chance at some questions. 

Ms. Thorning, you are a Ph.D., you are a senior vice president 
and chief economist at the American Counsel for Capital Forma- 
tion. Welcome. 

STATEMENT OF MARGO THORNING, Ph.D., SENIOR VICE 

PRESIDENT AND CHIEF ECONOMIST, AMERICAN COUNSEL 

FOR CAPITAL FORMATION 

Ms. Thorning. Thank you. Madam Chairman. Thank you for in- 
viting me to appear before this Committee. 

I will ask that my testimony be submitted for the record, and I 
will just briefly summarize. I have two or three charts I would like 
to draw your attention to. 

My analysis is not based on simulations, as was the previous wit- 
ness, but merely looking at historical data. I would like to draw 
your attention first to the fact that the EIA forecast predicts that 
U.S. emissions will grow by approximately 30 percent between now 
and 2030. As you can see, the green line on my first chart shows 
that. The targets under S. 2191 would require a cut by 2030 of over 
4 billion metric tons. This presents sort of a visual of how stiff the 
challenge is. 

Given U.S. population growth, and projected growth and emis- 
sions, another way to look at this is with respect to the required 
reductions in per capita emissions. If I could have the second chart. 
Regarding, per capita emissions, the best we have ever done to re- 
duce emissions was from 1990 to 2000, where we reduced over that 
whole decade per capital emissions by .8 percent. The targets in S. 
2191 would require a reduction of approximately 50 percent by 
2030. On that chart, the arrow should be out over the 2030. It is 
also table 1 in my testimony. So it would require an effort of 25 
to 35 times greater than we have ever done before to get per capita 
emissions down to the levels that would be required by S. 2191. 

Another point I would like to make is that the cap and trade sys- 
tem may not be the most appropriate way to go. If we are going 
to have a mandatory system of carbon reductions we might want 
to consider that most economists think that a carbon tax is a much 
more straightforward way. It allows for flexibility, it allows for eco- 
nomic growth. It prevents gaming of the system, as we have seen 
widespread instances of in Europe, and windfall profits being ac- 
crued by companies that were allocated the credits. 

A third point I would like to make is that the European Union 
is not on track to meet its emission reduction targets. In fact, the 
latest Fourth Assessment Report published in October suggests 
that European emissions will be 7 percent above, not 8 percent 
below, by 2010, without strong new measures, including extensive 
use of JI and CDM. Of course, those are subject to verification and 
may not be able to be achieved, given the difficulty of approving 
those types of projects. 

The final point I would like to make is that solutions to this im- 
portant problem, and I think we all agree this is an important 
problem and that we do need to reduce greenhouse gas emissions, 
are going to be based on developing the technologies which do not 
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yet exist, as the previous witness made the case, to bring down 
emissions very rapidly. 

But if we take a look at where the emission growth is coming 
from, which as we know is from the developing countries, China 
and India, as my last chart makes the case, right now Chinese in- 
stalled plant and equipment and Indian installed plant and equip- 
ment is far less energy-efficient than is that of the United States 
and Japan. Each billion dollars of GDP in China is associated with 
about .7 million metric tons of carbon. Their new investment, 
which I believe is the green bar, is much more energy-efficient as 
previous, but not nearly so efficient as the United States or Japa- 
nese investment. Studies by CRA International show that if we 
could get the latest technology into the developing country hands, 
we could reduce emissions by as much as would have been 
achieved under the Kyoto Protocol if all 39 signatories were to meet 
their target. 

Another point I would like to make is that the U.S. tax code, if 
we could consider improving depreciation, speeding up capital cost 
recovery. Our tax code provides the slowest capital cost recovery for 
energy-efficient investments in the industrial world. Smart meters, 
for example, an investor gets only 29 cents back on the dollar after 
5 years, whereas in China and India you get a dollar back after 5 
years. I would like to submit a full table for the record docu- 
menting that. 

Senator Boxer. Without objection, we will. 

[The referenced information follows on page 87.] 

Ms. Thorning. So finally, if we could consider the fact that eco- 
nomic growth itself can be a driver, the United States has reduced 
its emissions faster over the last couple of years. 

Senator Boxer. Sorry to interrupt you. We are going to move on 
now. 

[The prepared statement of Ms. Thorning follows:] 

Statement of Margo Thorning, Ph.D., Senior Vice President and Chief 
Economist, American Council for Capital Formation 

INTRODUCTION 

Madam Chairman and members of the Senate Committee on Environment and 
Public Works, my name is Margo Thorning, senior vice president and chief econo- 
mist, American Council for Capital Formation (ACCF),i Washington, D.C. I am 
pleased to present this testimony to the Committee. 

The American Council for Capital Formation represents a broad cross-section of 
the American business community, including the manufacturing and financial sec- 
tors, Fortune 500 companies and smaller firms, investors, and associations from all 
sectors of the economy. Our distinguished board of directors includes cabinet mem- 
bers of prior Republican and Democratic administrations, former members of Con- 
gress, prominent business leaders, and public finance and environmental policy ex- 
perts. The ACCF is celebrating over 30 years of leadership in advocating tax, regu- 
latory, environmental, and trade policies to increase U.S. economic growth and envi- 
ronmental quality. 

Senators Lieberman and Warner and the members of the Senate Environment 
and Public Works Committee are to be commended for their efforts to reduce green- 
house gas emissions so as to mitigate the threat of human-induced climate change. 
The questions we need to ask are first, what challenges will The America’s Climate 


^The mission of the American Council for Capital Formation is to promote economic ^owth 
through sound tax, environmental, and trade policies. For more information about the Council 
or for copies of this testimony, please contact the ACCF, 1750 K Street, N.W., Suite 400, Wash- 
ington, D.C. 20006—2302; telephone: 202.293.5811; fax: 202.785.8165; e-mail: info@accf.org; 
website: www.accf.org 
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Security Act of 2007 (S. 2191) pose for the U.S. economy and second, what type of 
GHG reduction policies should the U.S and other countries adopt to minimize the 
impacts on economic growth and meiximize the benefits to the environment? Green- 
house gas reduction policies should not he undertaken without considering their im- 
pacts on energy security, economic growth, and U.S. competitiveness. My testimony 
will address these key issues. 

THE AMERICA’S CLIMATE SECURITY ACT OF 2007 (S. 2191) 

The goal of The America’s Climate Security Act of 2007 (S. 2191) is to substan- 
tially reduce U.S. greenhouse gas emissions (GHGs) over the 2012-2050 period. The 
Act covers electric power, transportation, and manufacturing sources, which account 
for 75 percent of U.S. emissions. The cap requires reducing emissions to 2005 levels 
by 2012 and then lowers emissions at a constant rate, reaching 1990 levels by 2020 
and then a target of 65 percent below 1990 levels by 2050. The Act also strengthens 
energy efficiency standards for appliances and buildings in order to address com- 
mercial and residential sector emissions not covered by the emission reduction tar- 
gets. 

• U.S. Projected Growth in Emissions and Population: Effect on Achievement of 
S. 2191 Targets 

Emissions Growth 

A major stumbling block to the U.S.’s meeting the S. 2191 targets is projected in- 
creases in covered emissions (emissions included in the bill) and population over the 
next several decades. According to estimates by the U.S. Department of Energy’s 
Energy Information Administration, covered emissions under the baseline forecast 
(“baseline” means no new mandatory carbon emission reduction programs) grow by 
30 percent from 2012 to 2030. ^ The baseline forecast already includes assumptions 
about increased energy efficiency but, even so, covered GHG emissions are projected 
to rise to 6,613 million metric tons of carbon dioxide equivalent (MMTCOie) by 
2020, compared to the S. 2191’s required reduction to 4,432 MMTCOie. Sharp cut- 
backs in U.S. energy use would be necessary to close the 33 percent gap (2,181/ 
MMTCOie) in 2020 between projected emissions and the S. 2191 target. By 2030, 
the gap between the baseline forecast and the S. 2191 target rises to 55 percent or 
4,311 MMTCOae (see Figure 1). 

Per Capita Emissions 

The projected increase in U.S. population, from 308 million residents in 2010 to 
335 million residents in 2020 and 363 million in 2030, will make GHG emission re- 
ductions very challenging, since more people means more energy is needed for home 
heating and cooling, job growth and transportation (see Figure 2). To illustrate the 
difficulty of reducing U.S. emissions to S. 2191 levels, consider that over the decade 
between 1990-2000 period, per capita emissions in the U.S. fell by only 0.8 percent 
and they are projected to decline by a total of only 0.6 percent from 2000 to 2012 
(see Table 1). EIA’s forecast projects increases in per capita covered emissions be- 
tween 2012 and 2030 (see Table 1). 


1 “Energy Market and Economic Impacts of S. 280, the Climate Stewardship and Innovation 
Act of 2007”. U.S. Department of Energy, Energy Information Administration, August 2007 and 
ACCF calculations using S. 2191 targets. 




Figure 1. Greenhouse Gas Emissions: Under EIA Baseline Forecast and S. 2191 Targets 
(Million Metric Tons C02 Equivalent) 
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Figure 2. U.S. Population Projected to Increase 
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Table 1 . U.S. Per Capita Covered GHG Emissions under Baseline Forecast and Decrease 
Required for S. 2191 Targets 



Historical and Baseline Emission 

S. 2191 Targets 

Year 

Emissions 

(MMTC02E) 

Population 

(Millions) 

Per Capita 

GHG Emissions 

Percent 

Chanqe 

S. 2191 
Targets 

Required Per Capita 
GHG Emissions 

Per Capita Percent 
Chanqe in Emissions 


4,810.15 

248.71 

19.34 





m 

5,413.78 

282.13 

19,19 

-0.8% 

5414 

19.19 



5,995.47 

314.28 

19.08 

-0.6% 

5,200 

16.55 

-13.8% 


6,613.74 

335.81 

19.70 

3.2% 

4,432 

13.20 

-20.2% 

2030 

7,783.32 

363.58 

21,41 

8.7% 

3,472 

9.55 

-27.6% 




2000-2030 

2012-2030 

11.6% 

12.2% 

-50.2% 

-42.3% 


Note: Baseline Is for covered emissions. 

Source : Source for historical and baseline Emission forecast is "Energy Market and Economic Impacts of S.280, the Climate 
Stewardship and Innovation Act of 2007". U.S. Department of Energy, Energy Information Administration, August 2007 
and ACCF calculations using S.2191 targets. 
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In order to meet the emission reduction targets in S. 2191, U.S. per capita emis- 
sions would have to fall by a total of 13.8 percent over the 2000-2012 period, an 
additional 20.2 percent from 2012 to 2020 and a further 27.6 from 2020 to 2030 (see 
Table 1). In other words, the required reductions in per capita emissions are about 
25 to 35 times greater than what occurred from 1990 to 2000. The technologies sim- 
ply do not exist to reduce total (and per capita emissions) over the next 17 years 
by the amounts mandated in S. 2191 — to say nothing of the time and expense re- 
quired to replace existing energy-using equipment — without severely reducing the 
growth in the U.S. economy and in employment. The analysis above tends to cor- 
roborate Senator Lieberman’s recent statement that S. 2191 would cost “hundreds 
of billions” of dollars over the next few decades. Previous macroeconomic analyses 
of emission reduction targets similar to those of S. 2191 have concluded that the 
required cuts in U.S. energy use would reduce GDP levels by 1.5 to 2.5 percent an- 
nually and result in significant net job loss. 

PROS AND CONS OF MANDATORY GREENHOUSE GAS EMISSION REDUCTION PROGRAMS: 

CAP AND TRADE VERSUS A CARBON TAX 

As policymakers deliberate the imposition of mandatory approaches to reducing 
U.S. (jHG emissions, it is helpful to evaluate the strengths and weaknesses of the 
two prominent strategies: a cap and trade system and a carbon tax. A cap and trade 
system puts an absolute restriction on the quantity of emissions allowed (i.e., the 
cap) and allows the price of emissions to adjust to the marginal abatement cost (i.e., 
the cost of controlling a unit of emissions). A carbon teix, in contrast, sets a price 
for a ton of emissions and allows the quantity of emissions to adjust to the level 
at which marginal abatement cost is equal to the level of the tax. 

In a recent paper, Ian Perry of Resources for the Future notes that as a result 
of the success of the U.S. sulfur dioxide trading program and the start up of the 
European Union’s Emission Trading System, many in Congress have expressed sup- 
port for a cap and trade system in the U.S. Perry cautions, however, that other op- 
tions, such as tcix on carbon emissions, may be a superior instrument if a mandatory 
federal carbon emission program were to be established (Weathervane, March 23, 
2007). 

• Cap and trade system and carbon price volatility 

Price volatility for a permit to emit CO 2 can arise under a cap and trade program 
because the supply of permits is fixed by the government, but the demand for per- 
mits may vary considerably year to year with changes in fuel prices and the demand 
for energy. As mentioned above, price volatility for energy has negative impacts on 
economic growth. In contrast, a CO 2 tax fixes the price of CO 2 , allowing the amount 
of emissions to vary with prevailing economic conditions. 

For example, in the EU the price of a permit to emit a ton of carbon has varied 
by 17.5 percent per month over the first 22 months’ operation of the ETS. As a new 
study by Dr. Michael Canes, senior research fellow at LMI, points out, volatility in 
fossil energy prices have strong adverse impacts on U.S. economic growth. Even a 
reduction in the rate of growth from such a shock of as little as 0.1 percent per year 
implies costs of over $13 billion per year. (Why a Cap & Trade is the Wrong Policy 
to Curb Greenhouse Gases for the United States, The Marshall Institute, July, 2007). 

In addition, studies have shown that a cap and trade program that gives away 
(rather than auctioning the permits) can be highly inequitable; the reason is that 
firms receiving allowances reap windfall profits, which ultimately accrue to indi- 
vidual stockholders, who are concentrated in relatively high-income group. 

• Cap and trade system and flexibility in timing of reductions 

Many experts conclude that it makes economic sense to allow nationwide emis- 
sions to vary on a year-to-year basis because prevailing economic conditions affect 
the costs of emissions abatement. This flexibility occurs under a CO 2 tax because 
firms can choose to abate less and pay more tax in periods when abatement costs 
are unusually high, and vice versa in periods when abatement costs are low. Tradi- 
tional permit systems do not provide similar flexibility because the cap on economy 
wide emissions has to be met, whatever the prevailing abatement cost. 

• Cap and trade system: impact on consumers and workers 

Regardless of how the allowances were distributed (unless they were all auctioned 
and the proceeds rebated to low income households), most of the cost of meeting a 
cap on CO 2 emissions would be borne by consumers, who would face persistently 
higher prices for products such as electricity and gasoline. Those price increases 
would be regressive in that poorer households would bear a larger burden relative 
to their income than wealthier households would. In addition, workers and investors 
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in parts of the energy sector — such as the coal industry — and in various energy-in- 
tensive industries would he likely to experience losses as the economy adjusted to 
the emission cap and production of those industries’ goods declined. (Congressional 
Budge Office, Economic and Budget Issue Brief, April 25, 2007.) In contrast, carhon 
tax revenues could he rehated to low income individuals to offset the impact of high- 
er energy prices caused by the tax on fossil fuels. 

• Impact of a cap and trade system on innovation 

Caps on emissions are not likely to promote new technology development because 
caps will force industry to divert resources to near-term, “end of pipe” solutions 
rather than promote spending for long-term technology innovations that will enable 
us to reduce GHGs and increase energy efficiency. An emission trading system will 
send exactly the wrong signals to investors because it will create uncertainty about 
the return on new investment. A “safety-valve” price of carbon (designed to create 
a sense of confidence about future energy costs) can easily be changed. Such uncer- 
tainty means that the hurdle rate, which new investments must meet, will be high- 
er (thus less investment will occur) and they will be less willing to invest in the 
U.S. A tax on carbon would provide more certainty for investors and allow them to 
replace old capital equipment with less carbon intensive equipment during the re- 
placement cycle. 

• Impact of a U.S. cap and trade system on global GHG emission growth 

Finally, caps on U.S. emission growth are unlikely to succeed unless all the rel- 
evant markets exist (in both developed and developing countries) and operate effec- 
tively. All the important actions by the private sector have to be motivated by price 
expectations far in the future. Creating that motivation requires that emission trad- 
ing establish not only current but future prices, and create a confident expectation 
that those prices will be high enough to justify the current R&D and investment 
expenditures required to make a difference. Motivating new investment requires 
that clear, enforceable property rights in emissions be defined far into the future 
so that emission rates for 2030, for example, can be traded today in confidence that 
they will be valid and enforceable on that future date. The EU’s experience over the 
last two years, with the price of CO 2 emission credits fluctuating between 1 and 30 
euros per ton of CO 2 , does not inspire confidence in companies having to make in- 
vestment decisions. The international framework for climate policy that has been 
created under the UNFCCC and the Kyoto Protocol cannot create that confidence 
for investors because sovereign nations have different needs and values. 

• Carbon taxes: potential drawbaeks 

A carbon tax, as a system of inducing emissions reductions, is not without draw- 
backs. First, revenues from a CO 2 teix (or auctioned permits) might end up being 
wasted; for example, if the revenue went toward special interests, rather than sub- 
stituting for other taxes. Second, progress on emissions reductions is uncertain 
under a CO 2 tax because emissions vary from year to year with economic conditions. 

What Can We Learn from the European Union’s Emission Trading System? 

As we attempt to choose the right path for a U.S. GHG emission reduction strat- 
egy, it is useful to examine the cost-effectiveness of current policies to reduce GHG 
emissions in developed countries. In the European Union, reduction of GHGs has 
become a major policy goal and billions of euros, from both the private and the pub- 
lic sector, have been spent on this policy objective. Many policymakers, the media 
and the public believe that the European Union’s Emission Trading System (ETS) 
has produced reductions in GHG emissions and that their system could serve as a 
model for the U.S. The ETS, created in 2005, is a market-based, EU-wide system 
that allows countries to “trade” (i.e., buy and sell) permits to emit CO 2 . The ETS 
covers about 11,500 installations and almost half of the EU’s GHG emissions. 

The EU 15 (the major industrial countries) have a Kyoto Protocol target of an 8 
percent reduction below 1990 levels in GHGs by 2010-2012. The European Environ- 
mental Agency’s latest projections (October 2006) show that without strong new 
measures, EU 15 emissions will be 7.4 percent above 1990 levels in 2010, rather 
than 8 percent below as required by the Kyoto Protocol (see Figure 3). Further evi- 
dence of the challenge the EU faces in meeting its Kyoto Targets is found in a re- 
cent report by the European Commission showing that electricity consumption con- 
tinues to rise. Over the 1999-2004 period, residential and commercial electricity 
consumption increased by 10.8 percent and industrial electricity use rose by 6.6 per- 
cent in spite of numerous incentives to increase EU energy efficiency {Electricity 
Consumption and Efficiency Trends in the Enlarged European Union, Joint Re- 
search Centre, European Commission, July, 2007). 
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Figure 3: Greenhouse Gas Emissions In the European Union Projected to Exceed 
Kyoto Targets in 2010 

EU-15 
UK 
Sweden 
Germany 
Luxembourg 
France 
Belgium 
Netherlands 
Greece 
Finland 
Ireland 
Portugal 
Italy 
Denmark 
Austria 
Spain 

-10.00% -5.00% 0.00% 5.00% 10.00% 15.00% 20.00% 25.00% 30.00% 35.00% 40.00% 

Source : European Environmental Agency, October 2006 

The fact that the European Environmental Agency projects that the EU 15 will 
be 7 percent above 1990 levels of emissions in 2010 (instead of 8 percent below) 
demonstrates that the mandatory ETS system as currently structured is not pro- 
viding the desired results and that much stronger measures will be required to meet 
the Kyoto Protocol target as well as the new post-2012 target. In addition, the EU’s 
new report “The Eourth Assessment” (October 10, 2007) observes that “a further re- 
duction of 7.1 percent or 303 million tonnes of CO 2 equivalent is needed to meet 
the Kyoto target” and that further domestic policies and measures will have to be 
implemented. Implementing even tighter emission targets or higher energy taxes in 
the EU is likely to be politically difficult. 

STRATEGIES TO REDUCE GLOBAL AND U.S. GHG EMISSION GROWTH 

Slowing the growth of global GHG emissions will depend on factors such as in- 
creased energy efficiency, technology developments in both fossil fuels (carbon cap- 
ture and storage, for example) and renewable fuels (wind and solar, in particular) 
and, most likely, on increased reliance on nuclear power for electricity generation. 
In addition to reducing GHG growth in the developed countries, it will be necessary 
to increase energy efficiency and reduce the growth of greenhouse gas emissions in 
the developing world since that is where the strong growth in emissions is coming 
from (see Figure 4). Making progress on these objectives will require a significant 
commitment of resources, much of which will need to come from the private sector. 
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Figure 4. World Carbon Dioxide Emissions 
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Source : Data derived from Global Energy Technology Strategy, Addressing Climate Change: Phase 2 
Findings from an International Public-Private Sponsored Research Program, Battelie Memorial institute, 2007. 
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Technology development and deployment offers the most efficient and effective 
way to reduce GHG emissions and a strong economy tends to pull through capital 
investment faster. There are only two ways to reduce CO 2 emissions from fossil fuel 
use — use less fossil fuel or develop technologies to use energy more efficiently to 
capture emissions or to substitute for fossil energy. There is an abundance of eco- 
nomic literature demonstrating the relationship between energy use and economic 
growth, as well as the negative impacts of curtailing energy use. Over the long-term, 
new technologies offer the most promise for affecting GHG emission rates and at- 
mospheric concentration levels. 

The role of international partnerships in promoting institutional change and favor- 
able investment climate in developing countries 

Research by Drs. David Montgomery and Sugandha Tuladhar of CRA Inter- 
national makes the case that agreements such as the Asia-Pacific Partnership on 
Clean Development and Climate (APB), an agreement signed in 2005 by India, 
China, South Korea, Japan, Australia and the United States, offers an approach to 
climate change policy that can reconcile the objectives of economic growth and envi- 
ronmental improvement for developing countries. (See www.iccfglobal.org for the 
full paper.) Together, the APB partners have 45 percent of the world’s population 
and emit 50 percent of man-made CO 2 emissions. The projections of very strong 
growth in greenhouse gases in developing countries over the next 20 years mean 
that there is enormous potential for reducing emissions through market-based 
mechanisms for technology transfer. 

Drs. Montgomery and Tuladhar note that there are several critical factors for en- 
suring the success of an international agreement which relies strongly on private 
sector investment for success. Their research shows that institutional reform is a 
critical issue for the APB because the lack of a market-oriented investment climate 
is a principal obstacle to reducing greenhouse gas emissions in China, India and 
other Asian economies. China and India have both started the process of creating 
market-based economic systems, with clear benefits in the form of increased rates 
of economic growth. But the reform process has been slow and halting, leaving in 
place substantial institutional barriers to technological change, productivity growth, 
and improvements in emissions. The World Bank and other institutions have car- 
ried out extensive investigations about the role of specific institutions in creating 
a positive investment climate. These include minimizing corruption and regulatory 
burdens, establishing an effective rule of law, recognition of intellectual property 
rights, reducing the role of government in the economy, removing energy price dis- 
tortions, providing an adequate infrastructure and an educated and motivated labor 
force. 
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• Importance of technology transfer for emission reductions 
As described above, technology is critically important because emissions per dollar 
of income are far larger in developing countries than in the United States or other 
industrial countries. This is both a challenge and an opportunity. It is a challenge 
because it is the high emissions intensity — and relatively slow or non-existent im- 
provement in emissions intensity — that is behind the high rate of growth in devel- 
oping country emissions. 

Opportunities exist because the technology of energy use in developing countries 
embodies far higher emissions per dollar of output than does technology used in the 
United States; this is true of new investment in countries like China and India as 
well as their installed base (see Figure 5.) The technology embodied in the installed 
base of capital equipment in China produces emissions at about four times the rate 
of technology in use in the United States. China’s emissions intensity is improving 
rapidly, but even so its new investment embodies technology with twice the emis- 
sions intensity of new investment in the United States. India is making almost no 
improvement in its emissions intensity, with the installed base and new investment 
having very similar emissions intensity. India’s new investment also embodies tech- 
nology with twice the emissions intensity of new investment in the United States. 

Figure 5. Greenhouse Gas Emissions Associated with Existing and New investment in 2001 
(Million tons of Carbon per $ Billion of Gross Domestic Product)* 



China I ndia U.S. Japan 

[ 0 Installed Base □ New Investment j 


* Calculated using Market Exchange Rates 

Source : “Promoting a Positive Climate for Investment, Economic Growth and Greenhouse Gas Reductions,” W. David Montgomery 
and Sugandha Tuiadhar (see wvAv.iccfolobai.ofa ) 


• The role of economic growth and technology in GHG reduction 

Many polic 3 miakers overlook the positive impact that economic growth can have 
on GHG emission reductions. For example, in 2006, while the U.S. economy grew 
at 3.3 percent, CO 2 emissions fell to 5,877 MMTCO 2 , down from 5,955 MMTCO 2 in 
2005, a 1.3 percent decrease. Overall energy use only declined by 0.9 percent, indi- 
cating the U.S economy is becoming less carbon intensive even without mandatory 
emission caps or carbon taxes. 

Internationally, the U.S. compares well in terms of reducing its energy intensity 
(the amount of energy used to produce a dollar of output). The U.S., with its vol- 
untary approach to emission reductions, has cut its energy intensity by 20 percent 
over the 1992-2004 period compared to only 11.5 percent in the EU with its manda- 
tory approach (see Figure 6). Strong U.S. economic growth, which averaged over 3 
percent per year from 1992 to 2005 compared to about 1 percent in the EU, is re- 
sponsible for the U.S.’s more rapid reduction in energy intensity in recent years. 

• Accelerating U.S. energy efficiency and GHG reductions 

The development of various high technology programs and new energy efficient 
investments can be accelerated through government programs as well as by reforms 
to the federal teix. Eor example, some policies may be of particular help to taxable 
entities while others would be of more benefit to cooperatives (which pay little or 
no federal income teix). 
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Figure 6. Comparison of European Union and U.S. Energy intensity Reduction, 1992-2004 


1992-1998 1998-2004 1992-2004 

EU-15 US EU-15 US EU-15 US 



-20.29% 


Source : ElAJnternational Energy Annual 2007. {Percentage Changes are calculated using Total Primary Energy 
Consumption per Dollar of Gross Domestic Product) 


Companies subject to the federal income tax 

The efforts of U.S. industries to increase energy security and efficiency and to re- 
duce growth in GHG emissions are hindered by the slow rate of capital cost recovery 
allowed under the U.S. federal tax code and by the high U.S. corporate tax rate. 
As a new Ernst & Young international comparison shows, the U.S. ranks last or 
nearly last among our trading partners in terms of how quickly a dollar of invest- 
ment is recovered for many key energy investments. For example, a U.S. company 
gets only 29. 5. cents back after 5 years through depreciation allowances for each dol- 
lar invested for a combined heat and power project. In contrast, in China the inves- 
tor gets 39.8 cents back, in Japan, 49.7 cents, in India, 55.6 cents and in Canada 
the investor gets 79.6 cents back after 5 years for every dollar invested. Another 
example is U.S, investment in “smart meters”, which can substantially reduce elec- 
tricity use. U.S. investors only get 29.5 cents back after 5 years, compared to $1.00 
in India and 63.1 cents in Germany (see Figure 7). (See full report at: http:! / 
www.accf.org/pdf/Energy-Depreciation-Comparison.pdf.) 

In addition to slow capital cost recovery allowances, U.S. industry faces the high- 
est corporate income tax rates among our primary trading partners. Of the 12 coun- 
tries in the E&Y survey, only Japan had a higher corporate tax rate than the U.S. 
Reforms to the U.S. tax code to speed up capital cost recovery allowances and reduce 
the corporate tax rate would reduce the cost of capital and could have a positive 
impact on energy sector investment, and help “pull through” cleaner, less-emitting 
technologies. 
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Figure 7. U.S. Capita! Cost Recovery for Smart Metere 
Compares Poorly with Our T rading Partners 
(Percent of Nominal Capital Cost Recovered After 5 Years) 



0.4 0.6 0.8 

Capital Cost Recovered After 5 Years 


Source : “International Comparison of Depreciation Rules and Tax Rates for Selected Energy Investments," prepared for the 
American Council for Capital Formation by Ernst & Young LLP, May 2007. Forfoli report, please see www.accf.oro - 


Non-taxable entities 

For non-taxable entities such as electric utility cooperatives, other incentives 
could be provided to encourage the more rapid adoption of new technologies to re- 
duce GHG emissions. For example, electric cooperatives and their consumers cannot 
apply or benefit from traditional tax incentives because as not-for-profit utilities, 
they do not have significant federal income teix liability to offset. However, to ensure 
that the not-for-profit electric utility sector is able to participate in incentives for 
advanced low carbon technologies, incentives comparable to those offered to for prof- 
it entities can be created. One example is the successful Clean Renewable Energy 
Bond program that permits electric cooperatives and others to issue bonds that act 
as interest-free loans for the purpose of building qualified renewable generation. 
The CREB program can be adapted for other technologies that achieve carbon re- 
duction goals. Grants are another avenue to assist not-for-profits in adopting new 
technology. 


CONCLUSIONS 

To be effective, policies to reduce global GHG emission growth must include both 
developed and developing countries. Polices which enhance technology development 
and transfer are likely to be more widely accepted than those that require sharp, 
near term reductions in per capita energy use. Extending the framework of the 
Asia-Pacific Partnership on Clean Development and Climate to other major emitters 
will allow developed countries to focus their efforts where they will get the largest 
return, in terms of emission reductions for the least cost. 

Finally, if the United States does adopt a mandatory greenhouse gas emissions 
reduction program, serious consideration should be given to implementing a carbon 
tax rather than an EU-style cap and trade system. A key component of any manda- 
tory U.S. program should be allowing emissions to increase as both economic growth 
and U.S. population increase. 
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Response by Margo Thoening, Ph.D., to an Additional Question from 

Senator Inhofe 

Question. Based on your testimony and the testimony of the other witnesses, is 
there anything else you would like to add? 

Response. Executive Summary. — Impact of S. 2191 on U.S. Energy Use: A major 
stumbling block to the U.S.’s meeting the S. 2191 targets is projected increases in 
covered emissions and population growth over the next several decades. Forecasts 
of baseline covered emissions show emissions growing by 30 percent from 2012 to 
2030, from 5,995 to 7,783 million metric tons of carbon dioxide equivalent 
(MMTCOie). Sharp cutbacks in U.S. energy use would be necessary to close the 55 
percent gap (4,311/MMTC02e) in 2030 between projected emissions and the S. 2191 
target. 

Impact of S. 2191 on U.S. Per Capita Emissions: The projected 18 percent in- 
crease in U.S. population from 2010 to 2030 will make GHG emission reductions 
very challenging since more people means more energy is needed for home heating 
and cooling, job growth and transportation. Over the entire decade between 1990- 
2000, per capita emissions in the U.S. fell by only 0.8 percent and they are projected 
to decline by only 0.6 percent between 2000 and 2012. To meet the emission reduc- 
tion targets in S. 2191, U.S. per capita emissions would have to fall by 50 percent 
from 2000 to 2030. S. 2191’s required reductions in per capita emissions are about 
25 to 35 times greater than what occurred from 1990 to 2000. The technologies sim- 
ply do not exist to reduce emissions over the next 17 years by the amounts man- 
dated in S .2191 without severely reducing the growth in the U.S. economy and in 
emplo 3 Tnent. 

The European Union’s Emission Trading System: Many policymakers, the media 
and the public believe that the European Union’s Emission Trading System (ETS) 
has produced reductions in GHG emissions and that their system could serve as a 
model for the U.S. Projections show that the major EU countries will be 7 percent 
above 1990 levels of emissions in 2010 (instead of 8 percent below). The mandatory 
ETS system as currently structured is not providing the desired results and much 
stronger measures will be required to meet the Kyoto Protocol target as well as the 
new post-2012 target. 

Strategies to Reduce Global and U.S. GHG Emission Growth: Slowing the growth 
of global GHG emissions will depend on factors such as increased energy efficiency, 
technology developments in both fossil fuels (carbon capture and storage, for exam- 
ple) and renewable fuels (wind and solar, in particular) and on increased reliance 
on nuclear power for electricity generation. In addition to reducing GHG growth in 
the developed countries, it will be necessary to increase energy efficiency and reduce 
the growth of greenhouse gas emissions in the developing world since that is where 
the strong growth in emissions is coming from. Initiatives like the Asia-Pacific Part- 
nership on Clean Development and Climate and reforms to the U.S. federal tax code 
to reduce the cost of capital for new energy investments as well as programs de- 
signed for non-profit energy service providers could accelerate the uptake of cleaner, 
less-emitting technologies as well as strengthen U.S. economic growth. 

[See pages 115-147.] 

Senator Boxer. Mr. Barbour, please try to keep yourself within 
the limit. I should say, you are the executive director of Environ- 
mental Resources Trust. 

STATEMENT OF WILEY BARBOUR, EXECUTIVE DIRECTOR, 
ENVIRONMENTAL RESOURCES TRUST, INC. 

Mr. Barbour. Thank you, good morning. Madam Chairman and 
distinguished members of the Committee. My name is Wiley 
Barbour, I am the executive director of the Environmental Re- 
sources Trust, a non-profit organization dedicated to pioneering 
markets to protect and improve the global environment. 

I am here today to talk about the design of a greenhouse gas 
emissions cap and trade market that can deliver real results in 
emission reductions, cost effectively, real value to market partici- 
pants and real progress in delivering low-carbon technologies and 
energy alternatives. I am a licensed professional environmental en- 
gineer. In my earlier life, I spent 6 years at the U.S. ERA in the 
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policy office and in the Clean Air Markets Division. I coordinated 
an interagency team that was responsible for compiling the Federal 
Government’s annual inventory of emissions by sources and remov- 
als by sinks of greenhouse gases and reporting that to the United 
Nations under the terms of the Framework Convention on Climate 
Change. 

I believe we succeeded in completing a policy relevant by policy 
neutral analytic framework which is used today by modelers, cli- 
mate modelers, economists and policy makers on both sides of the 
issue. Our expertise is in the measurement of greenhouse gas emis- 
sions and the verification of corporate and project level emission re- 
ductions. We also own a portfolio of Government-issued allowances 
and credits. We have engaged in multi-million dollar trades of 
these as we have grown our portfolio of these emission allowances 
over time. I can tell you from first-hand experience that these mar- 
kets work and can achieve real environmental benefit. 

We are not an advocacy group. We are an implementation shop, 
if you will. We work with a broad spectrum of companies that are 
serious about getting the numbers right about their carbon foot- 
print. We work with Google, Wal-Mart, NewsCorporation, the 
owner of Fox News, Entergy Corporation, AIG, amongst many oth- 
ers. Many of these companies and private groups that we work 
with are actively participating now in environmental markets and 
emissions trading. Their motivations are as diverse as the compa- 
nies themselves. Some of them are interested in purchasing emis- 
sion reductions in order to offset their emissions and become car- 
bon neutral; some of them are trying to sell these as part of a sus- 
tainable business practice. Some companies we work with are large 
emitters and they are purchasing these types of greenhouse gas off- 
sets because they are likely to be regulated. They want a clear pol- 
icy signal from Washington on what counts and what doesn’t. 

Also leading exchanges are listening very carefully from these 
statements from companies and trying to figure out what types of 
services they can provide. The New York Mercantile Exchange, for 
example, is working extensively with utilities, hedge funds, invest- 
ment banks, environmental brokers to establish a set of contracts 
that market participants need to effectively manage the risk and 
gain exposure to these markets. NYMEX has cared an environ- 
mental market steering committee, which I chair, and reached out 
to leading experts in order to foresee and prepare for the needs of 
a future mandatory compliance system. 

I believe the lessons we have learned in this country on existing 
markets can serve as a model for the design of future markets. A 
professional community has developed in this country that under- 
stands how to support this trading system. We have the talent pool 
here that understands, how do we measure and monitor and verify 
these types of emission estimates. Based on that, we can create a 
fully fungible commodity of greenhouse gas reductions suitable for 
exchange in an environmental market, markets that will encourage 
real greenhouse gas reductions across the country in an effective 
manner. 

I am here today to testify to the feasibility of that market and 
the accounting systems that would be required to make that work. 
The one critical piece we are missing is the law that mandates that 
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cap. The cap creates the constraint which ultimately drives de- 
mand. To put it another way, only a cap on emissions can create 
the robust demand for allowances and credits that is needed to 
start and rev this market engine. For the last 20 years, we have 
tried to use voluntary programs in the United States, and despite 
all that outreach and participation and consultation of numerous 
public and private groups, the voluntary approach has failed to de- 
liver at the national level absolutely reductions, or to even change 
the trend of our growing greenhouse gas emissions. 

I think that we have learned a lot from the acid rain program. 
In the interest of time, I will be very brief We have found that this 
market-based approach works. It has reduced acid rain emissions 
by 5.5 million tons from 1990 levels. NOx emissions are down 3 
million tons, and at cost savings of $3 billion a year as opposed to 
a typical command and control approach, as the Government Ac- 
countability Office has recently found. This experience that we 
have gained from the acid rain program I think stands us in good 
stead. We have learned some of the provisions from that that I see 
reflected in the Senate Bill before us today. I believe that the 
greenhouse gas cap and trade system will be more complicated and 
will require participation from a larger number of sectors. But 
many of the mechanisms that we have learned apply, and I think 
we understand the core elements. I know given in the interest of 
time, I should probably stop there. So we stand ready to answer 
questions. 

[The prepared statement of Mr. Barbour follows:] 

Statement of Wiley Barbour, Executive Director of Environmental 
Resources Trust, Inc. 

Good morning Mr. Chairman and distinguished members of the Committee on En- 
vironment and Public Works. 

My name is Wiley Barbour, and I am the Executive Director of Environmental 
Resources Trust, a proCTam of Winrock International. 

I’m here today to talk about how to design a greenhouse gas emissions cap and 
trade market that will deliver real results in emissions reductions, real value to 
market participants, and real progress in developing low-carbon technologies and 
energy alternatives. 

I am a licensed professional environmental engineer. In my earlier life I spent six 
years at the U.S. EPA working in the Policy Office and in the Clean Air Markets 
Division. I coordinated an interagency team that was responsible for compiling the 
Federal Government’s annual inventory of GHG emissions and reporting that to the 
United Nations under the terms of the Framework Convention on Climate Change. 
I instituted an expert and public peer review process which is still in use today to 
allow scientific and technical input into the development of the GHG emission cal- 
culations and I believe we succeeded in creating a policy relevant but policy neutral 
analytic framework which is widely used today by climate modelers, economists, and 
policymakers. 

Environmental Resources Trust is a politically neutral 501 (c)(3) nonprofit organi- 
zation and we have been working on climate change and energy policy since our cre- 
ation in 1996. Our mission is to pioneer and catalyze markets to protect and im- 
prove the global environment. Our expertise is in the measurement of greenhouse 
gas emissions, the verification of corporate and project level GHG emission reduc- 
tions, and in the provision of registry services to companies who wish to buy or sell 
high quality greenhouse gas emission offsets. ERT owns a portfolio of emission al- 
lowances and credits and we have engaged in multimillion dollar trades as we have 
grown our portfolio over time, so I can tell you from firsthand experience that these 
markets work and can achieve real environmental benefit. 

ERT is composed primarily of scientists and engineers; we are not an advocacy 
group — we are a market implementation shop offering a variety of technical services 
to government agencies, private companies and multinational corporations who are 
serious about engaging in emerging environmental markets. We work with a broad 
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spectrum of companies that are serious about getting the numbers right — about ac- 
counting for their carbon footprint with the highest integrity. Amongst the compa- 
nies that have engaged ERT to verify their global greenhouse gas emissions are 
Google, Wal-Mart, NewsCorporation (the owner of FoxNews), Entergy Corporation, 
and AIG. 

Our firm also owns 16,000 SO 2 allowances and participates in the Acid Rain trad- 
ing program. 

Many of the companies and private groups we work with are interested or actively 
participating in environmental markets and emissions trading. Their motivations 
are as diverse as the companies themselves; some are interested in purchasing 
verified emission reductions in order to offset their own emissions and thus become 
“carbon neutral.” Some are seeking to sell offsets as part of a sustainable business 
practice. Some of the companies we work with are large emitters who are pur- 
chasing greenhouse gas reductions because they are likely to be regulated under a 
climate change bill and want to gain experience with market mechanisms. These 
companies are seeking a clear policy signal from Washington. 

Leading exchanges are also listening carefully to the statements from corporations 
and trying to forsee how the market can provide services. The New York Mercantile 
Exchange (NYMEX), for example, has worked extensively with utilities, hedge 
funds, investment banks, environmental brokers and environmental groups since 
March, 2007 to establish a set of contracts that market participants need to effec- 
tively manage risk and gain direct exposure to the emissions markets. NYMEX has 
created an Environmental Markets Steering Committee, which I serve on, and 
reached out to leading experts in an effort to foresee and prepare for the needs of 
a future compliance system. 

At ERT, we responded to the demand from the private sector and created the 
GHG Registry®, the world’s first on-line registry of greenhouse gas emissions and 
reductions. For over a decade, the GHG Registry Program has provided the tools, 
protocols, guidance, and infrastructure needed to create a fungible commodity for bi- 
lateral trading in voluntary environmental markets. The GHG Registry currently 
contains almost 17 million tons of tradable GHG offsets and members of the GHG 
Registry have traded over 1.3 million tons of GHG offsets so far this year. 

I believe that the lessons we have learned in the operation of our programs are 
valuable and can serve as a model for the design of mandatory markets. ERT’s expe- 
rience demonstrates that a professional community has developed in this country 
that understands how to support a trading system. We now have a talent pool in 
this country that understands how verification and monitoring under appropriate 
rules and guidelines can measure real environmental improvements. Based on that 
knowledge, we know that we can create a fungible commodity of greenhouse gas 
emissions, suitable for exchange in an environmental market, markets that will en- 
courage real greenhouse gas emission reductions across the economy in the most ef- 
ficient manner. 

I’m here today to testify to the feasibility of a carbon market here in the United 
States. My colleagues in the GHG accounting business are doing everything we can 
to make a market function, but one critical piece is missing and that’s the law that 
mandates the cap, which creates the constraint, and ultimately drives demand. To 
put it another way, only a cap on emissions will create robust demand for allow- 
ances and credits that is needed to start the market engine. 

If there is any doubt over this observation, market activities over the last few dec- 
ades should provide sufficient evidence. For the last 20 years we have tried to use 
voluntary programs in the United States to reduce our GHG emissions. Despite the 
outreach, consultation and participation of numerous public and private groups, the 
voluntary approach has failed to deliver at the national level absolute reductions or 
to change the trend of our ever increasing emissions. 

For all the activity in the voluntary markets, it is nowhere near the volume and 
capitalization we would see under a mandatory system — that volume would result 
in real emissions reductions, and would mobilize private sector players to develop 
low carbon alternatives in a way that we’re not seeing now. 

II. OBSERVATIONS 

I’m sure that you have heard in previous testimony of the success of EPA’s Acid 
Rain Program, which has achieved significant environmental and public health ben- 
efits through use of a market-based approach similar to the cap-and-trade provisions 
of the Climate Security Act of 2007. 

In the eleven years that the program has operated, the Acid Rain Program has 
reduced SO 2 emissions by more than 5.5 million tons from 1990 levels, or about 35 
percent of total power sector SO 2 emissions. NOx emissions are down by about 3 
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million tons from 1990 levels, so that emissions in 2005 were less than half the level 
anticipated without the program. 

The General Accounting Office recently confirmed the benefits of this market ap- 
proach to reducing acid rain pollution, finding that the SO 2 allowance trading sys- 
tem has saved as much as $3 billion per year — over 50 percent — compared with a 
command and control approach typical of previous environmental protection pro- 
grams. 

The SO 2 program has provided valuable market experience for the electric gener- 
ating industry, virtually all of which will be participants in a greenhouse gas emis- 
sions trading market. The SO 2 program is a closed system that affected 3,456 oper- 
ating electric generating units as of 2005 with most emissions produced by only 
about 1,100 coal-fired units. Over 16 million allowances have been issued under the 
Acid Rain program and of those almost 7 million are “banked” by participants seek- 
ing the flexibility to use them in the future, giving them price certainty and oper- 
ational flexibility. 

Banking is an important feature of a well designed market based system — it 
incentivizes companies to over comply today and bank their unused allowances for 
later use. Participants in that program have expressed enthusiasm for the flexibility 
this mechanism provides. It’s often referred to as the “when/where” flexibility of the 
program — allowing individual firms to determine when and where it is best for them 
to make the required reductions. 

The program contains a robust trading market with multiple facilitators partici- 
pating — including brokerage firms, traders, and bilateral, or firm to firm, trading. 
Despite early concerns about companies having to become more savvy about trading, 
the regulated companies have figured out how to do it, and have enjoyed greater 
efficiency in their compliance approaches as a result. 

The success of this program is a direct result of its excellent design. We can de- 
sign a larger greenhouse gas emissions market to engage the same mechanisms to 
create similar efficiencies and flexibility — leaving it up to companies to decide how 
best to meet their emissions reduction targets. 

Admittedly, a cap-and-trade program for GHGs will be more complicated and re- 
quire participation of a larger number of sources, but many of the same mechanisms 
apply. The experiences and lessons learned from existing greenhouse gas emission — 
or “carbon” — markets, both here in the US as well as in Europe, will serve us well 
as we develop our own solutions. I’d like to talk a little bit more about: 

• What are core elements that make the market work? 

• What are the core things you have to watch out for? 

• (And I will get into the EU experience on both topics, which is very helpful for 
us.) 

BUILDING ENVIRONMENTAL MARKETS 

The foundation for a successful market is built on our ability to measure, report, 
and verify GHG emissions by each source and to track these emissions over time. 
A market requires a set of rules governing the creation and ownership of allowances 
and credits and a system to track these as they are created, allocated, traded, and 
ultimately used and retired from the system. 

Fortunately, this market infrastructure is largely now in place. Based on our ex- 
perience here in the U.S. with voluntary markets, and drawing on the experiences 
and lessons we have taken away from the Acid Rain program, the EU emissions 
trading program and the international GHG market, we now have in place the fun- 
damental building blocks for successful environmental markets. 

First, the accounting of emissions and their reductions needs to be established 
and scientifically based. 

We have a scientific basis, grounded in peer reviewed literature, for quantifying 
emissions by sources, and removals by sinks, of greenhouse gases. These methods 
are described and documented in guidelines developed by the Intergovernmental 
Panel on Climate Change with extensive input and leadership by U.S. scientists and 
experts. We understand the processes that create greenhouse gas emissions. We 
have accepted methodologies for quantifying emissions of GHGs from combustion of 
fossil fuels, responsible for over 85% of total U.S. emissions of GHGs. In addition, 
we can quantify these emissions with very high degrees of certainty, often with a 
confidence level of plus or minus two percent or less. 

Offsets particularly fall into this category. What’s needed is to match or marry 
these scientific principles with clear policy guidance on what counts, such as: what’s 
the appropriate baseline to count emissions reductions against, how to account for 
non-permanent “sinks”, such as forests, create specific rules for offset project ac- 
counting, such as how long the crediting period would last and how to distinguish 
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projects that create additional emissions reductions, and the rigor and frequency. A 
number of entities, including the USDA, EPA, and prominent universities have es- 
tablished standards for offset projects. 

These measurement protocols and methodologies allow for the creation of a stand- 
ardized, fungible commodity that can be efficiently traded. 

Second, establish the mechanisms that will allow this accounting to take place. 
We have software systems, clearing mechanisms, measurement techniques, and 
ways to track ownership of allowances that could be rather quickly deployed to sup- 
port the needs of the GHG cap and trade market. Some of these exist within the 
EPA as a result of the Acid Rain program; others, such as the financial clearing 
mechanisms, have been developed in the private sector and stand ready to be used 
in this market. 

Third, establish clear and consistent rules to allow all market participants to 
plan, make decisions, and allocate capital with a degree of certainty that the pro- 
gram goals are not going to change, such as: 

• Reporting requirements need to be clearly stated as soon as possible. 

• Information about how to apply for early action credits needs to be clear. 

• Provide requirements for auditing or verification of emissions. 

• Establish procedures for establishing non-compliance. The rules should 
incentivize compliance, being set up in such a way that the penalty for non-compli- 
ance exceeds the cost of compliance. 

These rules need to be articulated for the non-electric energy sector also, including 
the agriculture, transportation, and commercial sectors of the economy — basically 
anyone you would expect to be participating. 

Fourth, establish market mechanisms, exactly as outlined in the legislation, in- 
cluding banking, borrowing, and trading. These mechanisms are essential to allow- 
ing individual regulated entities the most flexibility, including the ability to manage 
their capital investment decisions, in pursuing emissions reduction goals. 

Fifth, allow broad intermediaries, service providers, agregators, and other entre- 
preneurs to participate, harnessing the creativity of the private sector. Those par- 
ticipants should be engaged unless there were some specific restriction. 

Now I will turn to the core things you need to watch out for. 

One of the things we learned from the earliest phase of the EU ETS, the Euro- 
pean GHG cap and trade market, was that the allocation process itself is a critically 
important component of both creating a robust trading system and achieving the de- 
sired environmental outcome. 

In the first phase of the EU ETS, they overallocated allowances, and did not allow 
the value of permits to exist across allocation periods — in other words, there was 
no banking allowed across periods. As a result the price, and therefore the value, 
of those allowances, plummeted in the months before the end of the first trading 
phase. 

This brings up an important point: once regulated entities are participants in the 
market, they will not only be concerned with high prices, but they will also be con- 
cerned with making sure their allowances maintain value — they don’t want watch 
those credits turn into “Monopoly money”. We can easily avoid this problem by al- 
lowing banking, as the EU now does, and through carefully constructed allocation 
schemes. 

Allocation to individual regulated entities should be conducted fairly, but in ac- 
cordance with the desired environmental outcome; allocation at the beginning of a 
compliance period should be consistent with the desired environmental outcome to 
maintain their value. 

What we need now are clear market signals from policy makers, and clear guid- 
ance from the federal government on the rules of the road. In the absence of federal 
leadership on these issues, a host of NGOs, states, and industry groups have waded 
into these waters. The result has been some disagreement over what counts but this 
is not an intractable problem. 

I believe that S. 2191 contains many the most important elements and provides 
an excellent framework for developing a robust U.S. greenhouse gas emissions trad- 
ing market. 

Once we have clear rules of the road the market will function and help identify 
the least cost approaches to reducing GHG emissions. I look forward to working 
with the Committee, EPA, DOE, and my colleagues in the private sector to assist 
in the transition to mandatory markets. I thank you for your time. 

Senator Boxer. Mr. Barbour, thank you very much. 

I will start right away. Ms. Smith, you are sort of the voice of 
doom and gloom on this today, laying out what horrible things are 
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going to happen to us if we adopt this environmental landmark leg- 
islation. I looked over a list of your clients, and I want to make 
sure I have it right. Is OPEC one of your clients, ma’am? 

Ms. Smith. Not one of mine. 

Senator Boxer. No, one of the firm’s. 

Ms. Smith. I don’t know. 

Senator Boxer. Well, it is in the list of your clients. Is ARCO one 
of the firm’s clients, ma’am? 

Ms. Smith. It has heen in the past. 

Senator Boxer. How about American Petroleum Institute, Chev- 
ron, ConocoPhillips, ExxonMobil, Halliburton, Occidental Oil and 
Gas, and Shell Oil? Are they your clients, the firm’s clients as well? 

Ms. Smith. Anything listed on our web site are previous clients 
of ours. We have acknowledged that we worked for them publicly 
on some issue. We work in many areas far beyond environ- 
mental — 

Senator Boxer. Well, I am just trying to make a point. Because 
I think when witnesses come before us and give us “independent 
analyses” I think it is really important to know, just as you want 
to know what our views are, and we are an open book on that, who 
you have represented in the past. The Natural Gas Supply Associa- 
tion, it goes on and on and on. 

So I am going to place the list of clients into the record, and I 
think the people need to put 

Ms. Smith. That is the nature of working for business, to help — 
that is the nature of working for business, is to help them do a bet- 
ter job meeting their requirements. 

Senator Boxer. Well, there is business and there is business 
when it comes to global warming. We have had many businesses 
here that are very much in favor of moving, I mean, I don’t need 
to name them all. So I want to make sure people know who your 
clients are when you come up and you give us these analyses. 

Ms. Smith. Among them are some who are supporting legislation 
for climate policy. 

Senator Boxer. Excellent. 

Now, I want to know, Ms. Smith, when you made your analysis, 
did you go look at what is going on in California? Do you believe 
in general that environmental laws are in conflict with a strong 
economy? Is that your underpinning belief? 

Ms. Smith. No, I do not believe that. I don’t believe the economy 
could not reduce emissions, I said that the timing of these caps is 
too tight in the near term to achieve the caps without disruption 
in the near term. I did not say that we can’t achieve large emission 
reductions and economic growth. 

Senator Boxer. Well, excuse me, I listened to you and you talked 
about reductions in GDP, reductions in GDP, you said overall there 
will be all these job losses, even though we will have some growth. 
I asked you if you looked at the California experience, because on 
a bipartisan way, we have led the way. Do you know we’d be the 
fifth largest economy in the world if you looked at our State GDP? 
Are you aware of that, in California? 

Ms. Smith. Yes, I am, and I am aware that California has 
achieved enormous reductions in energy intensity in its economy. 
I am also aware that this has in large part occurred as much of 



95 


the energy intense manufacturing has moved to other parts of the 
United States. 

Senator Boxer. Well, ma’am, I would like to tell you if you want 
to check out job growth in California, increase in incomes, and 
what has happened there, particularly in a bipartisan way as we 
have moved toward environmentally friendly legislation, including 
basically the Sanders-Boxer bill, with those goals, the excitement 
there, I would just say to both of the economists here, I would be 
happy to work with you on meeting some of our economic leaders 
in California. Because I think Mr. Barbour made the point very 
clearly that in fact, there is very good news on the horizon. 

Now, what I am going to do now is hand my questions over for 
another round to Senator Lieberman, hand him the gavel. I want 
to thank members of the panel very, very much for your testimony. 

Senator Inhofe. 

Senator Inhofe. Thank you. Madam Chairman. I think this is 
going to work, she is going to go down and take the first IVi min- 
utes and I will be right behind you. 

Very quickly, let me just ask two yes or no questions to you, Mr. 
Darbee, and to you, Mr. Pershing. First of all, Mr. Darbee. If your 
company could not receive free allowances initially, would you still 
support the bill, yes or no? Time is getting by us here. 

Mr. Darbee. I would have to look at the whole structure, but 
probably not. 

Senator Inhofe. All right, thank you very much. 

Mr. Pershing, would you organization support significant in- 
creases in nuclear power? 

Mr. Pershing. My expectation is that we might, depending on 
the circumstances. 

Senator Inhofe. Ms. Smith, let me ask you a question. The orga- 
nization CRA, have they ever in the past represented any environ- 
mental companies or organizations or any cap and trade organiza- 
tions? 

Ms. Smith. Yes, we have. 

Senator Inhofe. Now, I would like to ask you a question, and 
put it in some words that we can understand. I would like to ask 
you, how large are the costs to American consumers? Would they 
absorb? Can you kind of put these numbers in terms of a family 
budget, so we have some idea of what we would be talking about? 
Quickly. 

Ms. Smith. Yes. We are estimating in 2015 between $800 and 
$1,300 per household per year. It rises after that. 

Senator Inhofe. Very good. Ms. Thorning, you heard the answer 
or the statement that was made by Ms. Smith about the targets 
in this bill getting out ahead of the likely availability of technology. 
Do you want to comment on that, targets and then technology? 

Ms. Thorning. The targets are very, very right, and the capital 
stock turns over very slowly. I think many policy analysts, many 
politicians need to be aware that the average appliance may last 
10 to 12 to 15 years, the average car lasts 8 years, the average pro- 
duction facility in a factory may last 25 to 35 years. Utility plants 
maybe 60 years or longer. So the slowness of the capital stock turn- 
over means that it is much more cost effective to replace capital 
during the normal replacement cycle, and that is why more time 
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to meet tight targets would substantially reduce the cost of these 
targets. 

Senator Inhofe. Very good. Ms. Smith, I wrote down a statement 
that was made by the chairman of the subcommittee, Senator 
Lieberman, that we should not expect fuel switching under this 
bill, because it won’t happen until the price of an allowance hits 
$50 a ton. Comment, please? 

Ms. Smith. That is about right, and we see prices of allowances 
hitting about that level earlier. We see the fuel switching because 
in the early years, the cap that is stated in the bill is extremely 
tight. In fact, it does not even appear to match 2005 emissions, 
even though that is its purported level. There is a lot of confusion 
in our minds. We have looked at analyses where the cap is looser, 
and of course the costs are lower. That is the issue of the timing. 

Senator Inhofe. What would happen to U.S. industries like 
steel, cement, if this bill should pass and we were to comply with 
these emission requirements? 

Ms. Smith. I am sorry, I missed 

Senator Inhoee. What would happen to U.S. industries like iron 
and steel and cement? Do you have any comments on that? 

Ms. Smith. I was mentioning leakage when I had to end my tes- 
timony. Our industries that compete in international markets, both 
those who compete in export and import markets, are extremely ex- 
posed by the high prices, not just of their own emissions, but of the 
electricity that they will have to use in their production processes. 
Some of these industries are so far on the edge that if there are 
not border tax adjustments, which are not in this bill, in a timely 
manner, they will likely suffer huge losses in their market shares. 

Senator Inhofe. All right, and Ms. Thorning, can households and 
businesses change their stocks of energy using appliances and fac- 
tory equipment quickly, and how long does the average piece of 
equipment last? 

Ms. Thorning. People would be surprised that the average auto 
is probably kept in service 8 years or longer. Appliances last 10 to 
15 to 20 years, and of course, plant and equipment in factories may 
often last 35 to 40 years. Utility plants, 50, 60 years or even longer. 
So capital turns over very slowly. 

When we put premature requirements to curb emissions, we 
make the existing capital stock obsolete. 

Senator Inhofe. With 10 seconds here, I would like to ask you, 
I have commented several times, Ms. Smith, that I think a carbon 
tax is a more honest approach to it, and I would like to know why 
wouldn’t a carbon tax be better than the cap and trade? 

Ms. Smith. I believe it is far more suited to this particular issue 
of climate policy. 

Senator Inhofe. Thank you. Thank you, Mr. Chairman. 

Senator Lieberman [presiding]. Thanks, Senator Inhofe. 

I think I am next in the order. Senator Warner would then be 
next after me. Because he can’t be here, he has given me some 
questions. 

I think what I will do is try not to take the full 10 minutes, but 
rotate back and forth and ask a sampling of questions from each 
of us. 
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Let me go first to Mr. Darbee, because I thought you had a good 
statement and a very important exchange with Senator Inhofe, 
where he asked you if you would support the bill if the power sec- 
tor didn’t get any allowances free. You said you would think about 
it, but probably not. I understand that, that is part of the balance 
that we put in the bill. 

But meeting these tough standards, particularly by 2020, to take 
us back below 1990 emissions, is going to cost the power plant sec- 
tor of our economy hundreds of billions of dollars. Incidentally, 
where else would you get that except to raise rates? So one of the 
reasons why the rate impact is ultimately so low, as you pointed 
out in your testimony, is because you are getting those allowances 
for the initial years and of course, you are also getting some of the 
proceeds of the auctions. 

I just want to briefly ask you to comment, because you made an 
interesting suggestion, that you would like to see more detail in the 
Carbon Market Efficiency Board, which is the other kind of emer- 
gency mechanism we built in here to protect the economy. Just give 
us an idea of one or two of the things you would like to see the 
Market Efficiency Board have. 

Mr. Darbee. Certainly, Senator. We have been giving this a lot 
of thought. One of the concerns on the part of business has been 
about possibly a mystical Fed-like mechanism. Therefore, we felt it 
would be better if there was more transparency. So what PG&E is 
recommending is the idea of a collar. That is that we would estab- 
lish a ceiling for the price of carbon which would rise over time, 
as well as a floor for the price of carbon that would rise over time. 
The effect of this would provide assurance to policy makers and to 
businesses that the costs would not run up unexpectedly to high 
levels, somewhat like what we saw in California, with high energy 
prices, they went up much higher than people anticipated they ever 
would with deregulation. 

At the same time, the positive for perhaps the environmental 
community and certainly for venture capitalists and industrialists, 
is with the floor price of carbon, there would be certainty as to 
what the range of the price of carbon would be over a series of 
years. So we think that this balances both the concerns for the en- 
vironment as well as pragmatic concerns about moderating the im- 
pact on the economy as well as providing certainty for investment. 
So we are intrigued by that, and we think that if those standards 
and prices were public and the Fed mechanism were required to 
enter the market, engaged in open market operations to stabilize 
the price of carbon and keep it in that area, that band, we think 
it would be very constructive. 

Senator Lieberman. Very interesting ideas. We will continue to 
talk about them. 

Senator Warner’s first question was to you, too. I will ask you 
this part of it. How can we expedite the availability of the tech- 
nologies needed to reduce greenhouse gas emissions, from your 
point of view? 

Mr. Darbee. We think this cap and trade program would be the 
best solution in that respect. Because what is necessary is to put 
a price on carbon. Therefore, some technologies which might be 
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otherwise more expensive in effect are advantaged by this, and cer- 
tainty is created for venture capitalists as well as for industrialists. 

So we think that the thing that could promote the development 
of these technologies best is to internalize the externality which 
now exists. That externality is the ability to spew carbon into the 
atmosphere at no cost. 

Senator Lieberman. Thanks. I will go back to my next question, 
which is for Dr. Pershing. You mentioned in your testimony three 
separate modeling studies by the Nicholas Institute at Duke, MIT 
and the Clean Air Task Force. Dr. Smith’s testimony presents mod- 
eling results that differ greatly from those three others. What do 
yo think is the reason for that? Can you suggest anything in her 
analysis and theirs that might have led to such different pre- 
dictions? 

Mr. Darbee. I think there are a number of things that do that. 
Always, when one does models, the issues that one assumes and 
the inputs have enormous implications on the outputs. In this par- 
ticular instance, it is always a question of where you start. 

These particular studies sought to start with what I think of as 
fairly standard projections. They began with some historical trends 
and projected forward using the Energy Information Administra- 
tion, systems like EPA has run out going forward. They assume, 
for example, that the technology that we may have going forward 
has a trend looking like that of the past. You can go fairly quickly, 
new technologies can penetrate. As I understand I)r. Smith’s testi- 
mony, there are some limits on what technology might happen and 
the rate. 

These assessments assume that you can look at all sectors. They 
assume that you can look at the energy sector, at the transport sec- 
tor, multiple options, multiple directions. As I understand again, 
although I have not seen her model in detail, it does not include 
all options in all sectors. My sense, finally, is that you get some 
change in the expected GDP and how things are recycled through 
the system. If you assume that there is going to be some benefit 
in terms of reducing those overall costs, for example, returning the 
revenues back to technology, which might reduce the price, return- 
ing the revenues back to the economy for distribution, you again 
get lesser impacts on the overall economy. 

Senator Lieberman. That is very helpful. I thank you for that. 

Let me go back to a question from Senator Warner. A second 
question was to Mr. Barbour. We are all wanting to say, so I have 
to get it off my chest, if you are Haley Barbour’s wiley cousin. Be- 
cause we always thought that Haley was fairly wiley. 

Mr. Barbour. Only if there might be a significant inheritance. 
But no, no family connection that I am aware of. 

Senator Lieberman. Just re-elected Governor of Mississippi, so 
we congratulate him. 

Here is Senator Warner’s question. In your written testimony, 
you write, I believe that S. 2191 contains the most important ele- 
ments and provides an excellent framework for developing a robust 
U.S. greenhouse gas emissions trading system. Senator Warner’s 
question is this. Of the criteria you listed, what are the components 
of this legislation, America’s Climate Security Act, that you think 
are most important for market efficiency? 
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Mr. Barbour. Thank you, Senator. I think the fundamental de- 
sign element of a cap and trade system is the when and the where 
flexibility. That is really from my experience working for many 
years as a consultant to industry a very desired feature from indus- 
try. They want the flexibility to decide the schedule and the timing 
and the location of the reductions, so that they can achieve the 
least cost reductions at the most efficiency way possible. I think 
that is inherent in the design of a system. 

I also think that the banking provisions are very, very important. 
Under the current SO2 allowance trading program, about 16 mil- 
lion SO2 allowances have been issued. 

Seven million of those have been banked by participants seeking 
the flexibility to use those in the future, give them price certainty 
and some operational flexibility. This banking is an extremely im- 
portant feature of a well-designed system. It incentivizes companies 
to over-comply today so that they can bank these unused allow- 
ances for later use. It incentivizes companies like my own to pur- 
chase these to send a signal of scarcity, so in essence, I can put 
money to bear in the most cost-effective way possible to get SO2 al- 
lowances. I can buy the permits. 

I think that this is an essential feature that has been well-rep- 
resented and it is probably, as we look at some of the problems 
that we have seen in the European Union trading system, it is that 
failure of banking, the initial phase by definition did not allow the 
allowances to transfer into the next phase, and their value rapidly 
went to zero as we approached the end of the period. 

Senator Lieberman. Thanks very much. 

I think I am going to submit the other questions that both Sen- 
ator Warner and I have for the record to you, so we can give every- 
one else here a chance to ask questions. This may suggest a new 
way of questioning. If you ask one question, one Senator to ask 
questions for himself and another, you actually take less time. 

[Laughter.] 

Senator Lieberman. I can’t figure that out economically. Maybe 
somebody here on the panel could help me. 

Senator Carper, you are next, and then Senator Voinovich. 

Senator Carper. Thank you, Mr. Chairman. 

I want to ask really a question, I thought I heard Mr. Barbour 
and also Mr. Darbee talk about offsets, and to speak in terms that 
said offsets are an important way to help hold down reducing CO2 
emissions. I would like to ask each of you to take just a minute and 
explain why, then I am going to ask each of our other three wit- 
nesses to let us know whether or not they agree or disagree. One 
of the things I like to do with a diverse panel like this is to find 
consensus. This is an issue that we need to broaden consensus, not 
diminish it. My hope is that this is one of the areas we can do that. 

So Mr. Barbour, and then Mr. Darbee, your thoughts again on 
the value of offsets, holding down the costs as we try to reduce CO2 
emissions. 

Mr. Barbour. Thank you. Senator. I think the provision of the 
use of offsets to meet compliance is very wise, and if anything, I 
think I am a proponent of even greater use of offsets. I think this 
provides really a unique opportunity to capture the entrepreneurial 
spirit, the engineering know-how of our country and our problem 
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solvers here. The offset provisions allow project developers to go 
into areas that might not he covered directly by a cap, areas such 
as going into dairy operations, hog farms, landfills, abandoned coal 
mines, a variety of parts of the economy that are difficult to cap- 
ture as a point source. It allows the project developers to invest 
capital in ways they can reduce greenhouse gas emissions. Fortu- 
nately, we have a system in place, as I had described in my testi- 
mony, a well-developed set of scientifically based, empirically based 
methodologies and procedures to capture and measure those green- 
house gas emissions and to do so efficiently, to report those and to 
track those over time, so that those reductions we can be assured 
of, they are real, they are measurable and they can become part 
of the overall compliance system. 

Senator Carper. Thank you, sir. 

Mr. Darbee, your thoughts, please. 

Mr. Darbee. The offset mechanism actually is one of the reasons 
that a cap and trade program is better than a tax. Because if you 
are a company, let’s say, like Pacific Gas and Electric Company, 
where it would cost you $15 to eliminate the need for, to reduce 
a ton of carbon, the alternative that they have is we might be able 
to go out and buy an offset which would accomplish the same for 
$5. Therefore, we would opt, by the $5 solution rather than the $15 
solution. 

So in short, offsets unleash the creativity and the innovation of 
the free market place, and therefore it delivers the opportunity to 
solve this problem of global warming more cost effectively than 
other alternatives. 

Senator Carper. Thank you. 

Mr. Pershing, Ms. Smith, Ms. Thorning, your thoughts? 

Mr. Pershing. I would agree with both of those two comments. 
I would add only that the need to ensure careful monitoring, 
verification, transparency, those kinds of questions, verifiability, 
must be assured or you don’t have the value of the offsets. But I 
very much agree. 

Senator Carper. Thank you. 

Mr. Barbour, do I understand, and I am going to come back to 
Ms. Smith and Ms. Thorning, do I understand that your company 
actually validates offset projects, is that what you do? 

Mr. Barbour. Yes, sir, we do. We have developed greenhouse gas 
monitoring, reporting and verification protocols for a number of dif- 
ferent sectors. We are also working with U.S. EPA and the Depart- 
ment of Energy on ways to measure and develop and quantify 
these things. 

Senator Carper. Good. Ms. Smith, back to you, please. 

Ms. Smith. A couple of points. Offsets are a good thing to add. 
They do help reduce the cost of the program. The limits on the off- 
sets in the bill have something to do with the high cost, and it ac- 
tually explains some of the differences between our cost estimates 
and those of the Nicholas School paper. 

But I also want to note that you can do offsets under carbon tax. 
There is no reason that can’t happen as well. 

Senator Carper. Thank you. 

Ms. Thorning. 
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Ms. Thorning. I would just like to add the point that verifying 
the offsets can be a sticky issue. We have seen the issue with the 
Chinese offsets apparently being fraudulently generated and the 
carbon footprint initiative, a lot of that has been apparently not 
substantial offset. So you do need a real bureaucracy to monitor 
this sort of initiative. 

Senator Carper. Thank you. As I recall, the offsets that are per- 
mitted or allowed under this bill have to be found within the 
United States, which I think is important, an important point. Let 
me just say how much we appreciate your being here and your pro- 
viding this testimony and your willingness to respond to our ques- 
tions. Frankly, to a number of you for your help in trying to chart 
these difficult waters and to come to a consensus. 

Mr. Darbee, I think both Senator Lautenberg and I mentioned 
earlier in our statements that allowances, we favor an approach 
which provides allowances on the basis of output. The idea is to re- 
ward those who produce the most electricity with the least amount 
of pollution. I believe a number of my colleagues believe it is impor- 
tant to incentivize renewables, including solar, wind, geothermal 
and so forth. I say that as an advocate of nuclear, too. 

Could you just explain for us briefly in ways that people can un- 
derstand it, how output based allowances would do this? Can you 
give this a shot? 

Mr. Darbee. Yes, I can. Senator. The way the allowances would 
work under an output basis is a company would receive a certain 
amount of allowances which they would apply to the kilowatt hours 
or megawatt hours that they would sell. The beauty of this is the 
contrast with applying or allocating allowances by historical stand- 
ards. If one were to give allowances to, let’s say coal generators 
that had emitted a lot of carbon in the past, then there wouldn’t 
be an incentive for them to change. In fact, they might continue at 
the extreme producing electricity with coal for decades. 

Whereas if you provide allowances to those people that have low 
carbon emissions and it is based on output, you in effect are re- 
warding that kind of behavior and promoting more of it. The same 
would go with renewables as well as new cleaner technologies. So 
allocating allowances on the basis of output promotes the kind of 
behavior that we want to see out of the economy. It in effect pro- 
vides economic advantage to those people who produce no carbon 
at all as they generate electricity or very low levels of carbon, such 
as natural gas-fired generation. 

Senator Carper. Good. Thank you very much for that response. 

Senator Lieberman. Thanks, Senator Carper. 

Senator Voinovich. 

Senator Voinovich. Thank you, Mr. Chairman. 

Ms. Thorning, could we put your charts up on the — the charts 
that showed China — yes, that is the one right there. Associated 
Press, November 7, Beijing: China will reject any agreement that 
calls for binding limits on carbon dioxide limits that will replace 
the Kyoto Protocol, EU officials said Wednesday. Today, London, 
the Economic Times: India will become the third biggest emitter of 
carbon dioxide by 2015, and rapid economic growth of the country 
and its neighbor China will have devastating consequences for the 
world’s energy supply unless the two Asian giants make efforts to 
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curb demand and greenhouse gas emissions, the International En- 
ergy Agency warned on Wednesday. 

There are those that look at what we are doing and conclude that 
unless we understand that it is a global problem and that we do 
something about it, that is more rapid than frankly what this bill 
provides, that in terms of making a difference and reducing green- 
house gases and climate change it is just fruitless. I for one think 
that what should drive this issue is technology, the technology to 
capture carbon, sequester the carbon. I think members of this Com- 
mittee know we had a FutureGen project that we tried to get in 
Ohio. They are going to build that in 2012. 

My concern is that there is an urgency for us to move as quickly 
as possible to fast track this technology so that we get it right here, 
and then it is available for us to sell to other places in the world. 
That should be the thing that drives this. Mr. Chairman, I feel that 
this may not get the job done, this cap and trade. My feeling is that 
we ought to come up with some idea where we can look at the sta- 
tus of where our technology is, where can we find the money to 
move this along much quicker than what we anticipated. 

We talked earlier about a Manhattan Project, we talked about re- 
sponding to Sputnik. I would like your comments on that, and I 
think it was you, Ms. Smith, who talked about a 70 percent in- 
crease in natural gas costs as we try to ramp this thing up and get 
the technology. I have to tell you, and maybe I look at things dif- 
ferently than some of the members of this Committee, but we have 
lost jobs in our State, substantially, because of high natural gas 
costs. I live in Cleveland, OH. My heating bill is up over 300 per- 
cent over what it was in 2000. I have people in my town that are 
poor and the elderly that are really hurting because of these high 
energy costs. 

One example, the chemical industry. We were number one in 
plastics when I was Governor, $19 billion exported in 1997. Now 
we import chemical products. I would just like your comments 
about the reality of what we are talking about here and are we 
moving fast enough and have we given enough consideration to the 
economic impact that it would have on this Nation. 

Ms. Smith. We need to time the stringency of the caps to be con- 
sistent with the availability of the technologies. We also need, and 
S. 2191 fails to do that at this point. That is why there is such a 
shift in gas in some of the projections. A looser cap in the near 
term made up perhaps by a tighter cap in the long term could re- 
duce the cost because it would be timed better with the technology. 

But also really importantly, there is no emphasis in this bill on 
establishing funding for research and development to actually bring 
down the costs of these technologies. While we may be able to get 
them out in the 2020 to 2050 time frame, they are still quite costly. 
Something needs to be done to bring those costs down to make us 
want to incur those costs as well later in time. 

Senator VoiNOViCH. Ms. Thorning. 

Ms. Thorning. I would just like to add that the Asia Pacific 
Partnership which was put in place in 2005 is designated to do ex- 
actly what you are asking, how to get technology transferred to de- 
veloping countries. Of course, the Major Economies Initiative that 
is a follow-up to the G8 meetings is an attempt to broaden that. 
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The Asia Pacific Partnership, the goals of that are to encourage 
business to business transactions, so that technology can be trans- 
ferred. The study that we released last year by CRA International 
looked at what are the barriers to getting this technology trans- 
ferred in places like India and China. In China, a key barrier is 
lack of protection for intellectual property rights, corruption, inabil- 
ity to get money in and out. In some cases, like India, a key prob- 
lem is government ownership of major industrial sectors. 

So changing the institutional framework in developing countries 
can promote the kind of business to business transactions that will 
enable them to get access to our technology and Western tech- 
nology without requiring huge Government subsidies. The Asia Pa- 
cific Partnership already has 130 program in effect, including one 
by Caterpillar Tractor, where they are capturing methane at Chi- 
nese coal plants and using it to produce electricity. 

So there is a lot going on, and I think we need to build on these 
types of programs. 

Senator VOINOVICH. Thank you. 

Senator Lieberman. Thanks, Senator Voinovich. 

Senator Lautenberg, let me just mention that we are about 6 to 
7 minutes into a vote. I believe that Chairman Boxer’s intention 
was to have one round and then adjourn the hearing. So I will stay 
a while and then leave, and turn the gavel over to — I think she in- 
tended to adjourn it. So people who want to go and come back, and 
I will pass the gavel to the next sitting Senator. 

Senator Lautenberg. 

Senator Lautenberg. Yes, I would ask any of our friends on the 
panel, we thank you for your testimony, even though we have sub- 
stantial agreement with some of you and disagreement, and agree- 
ment with others. So I will try to ask the questions quickly and if 
you could respond fairly quickly. 

One thing I want to get off the table here is we constantly refer 
to the specter that India, China, et cetera, these giant developing 
countries bring as dangerous to us with the greenhouse gas produc- 
tion. But in some cases, we invited that. Our automobile industry 
didn’t compete in the marketplace while cars came from Japan and 
took over the market, and make them more efficient, et cetera. So 
when we look and see what happened to us, and our profligate use 
of fossil fuels and without regard cost us our leadership. We can’t 
ask these things of these countries because we don’t deserve it. It 
was the talk, not the walk, that we provided. 

I want to ask Ms. Smith, do you think that our pace as presently 
structured in the Lieberman- Warner bill would be too rapid an at- 
tempt to reduce greenhouse gases, endangering our economy, et 
cetera? 

Ms. Smith. It depends on how rapidly you want to go, you take 
on more costs. What I am presenting is that the rapid pace that 
occurs in the time period 2012 out through about 2020 to 2025 is 
so tight that it gets ahead of the technology. That doesn’t mean 
that it will be cheap to do it later, but at least it is doable later 
without the disruption. 

Senator Lautenberg. How about the longer term target that is 
tentatively listed here, 60, somewhere between 60 and 80 percent 
reduction in the year 2050? Is that too aggressive? 
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Ms. Smith. It is extremely costly to meet, but it can be met with- 
out the disruption if we have a slower transition to it. 

Senator Lautenberg. OK. Do you see any dangers to society, hu- 
mankind, wildlife, et cetera, as a result of global warming impact? 

Ms. Smith. For the differences in a cap that is half as tight or 
as tight as the one in the bill currently, there would be no dif- 
ferences environmentally in the near term, from those near term 
differences. 

Senator Lautenberg. No, your view, apart from what is in front 
of you at the table. Do you think that, are there real dangers that 
come from having growth in global warming? 

Ms. Smith. There is a serious risk issue that needs to be dealt 
with as a risk management situation. 

Senator Lautenberg. OK, so it is not like a fire in the forest or 
the town or anything like that? You don’t see an immediate need 
to get on these things, start squeezing down, et cetera? 

Ms. Smith. Immediate reductions by the United States of this de- 
gree will not do anything to the rate of change. What is needed is 
global action, concerted, unified global action over the long haul. 

Senator Lautenberg. OK. Does the rapid ice melt around the 
world, do you believe that is taking place? 

Ms. Smith. I am not an expert on the science, but I don’t doubt 
that there is melting in some parts 

Senator Lautenberg. You don’t have enough knowledge from 
things that you see, from reports that we get, that there is rapid 
ice melt? 

Ms. Smith. There is ice melt in parts and there is ice build-up 
in others. But I am not debating that there is warming going on, 
not at all. 

Senator Lautenberg. I see enormous danger to sitting by, again, 
I used the example once before here, and that is that we are the 
doctor, and we know that we have to administer medicine, the 
question is how strong and how soon. 

Mr. Pershing, under this bill, new coal plants, coal power plants, 
can still be built without deploying any new technology to make 
them cleaner or more efficient. State of Kansas recently denied a 
permit for a coal plant because of global warming. Do you think 
Congress ought to require that all new coal plants use the most ef- 
fective technology available as they produce these facilities? 

Mr. Pershing. I think there is a very strong case to be made for 
requiring significant additional obligations on coal-fired plants, 
which tend to yield substantial portions of the total greenhouse gas 
emissions globally. If we do that, we are likely to make the tech- 
nology penetrate more quickly. You can increase over time the level 
of stringency of those obligations. The cap and trade program es- 
sentially does that by providing a price and an incentive through 
a price mechanism to make that case. But additional resources 
could usually be also provided to promote the technology and create 
standards. 

Senator Lautenberg. Mr. Chairman, I make the observation, 
and I will steal seconds here, that the large percentage of view, the 
largest percentage coming from the table is that cap and trade 
works, contrary to some of the opinion that we have heard from the 
table here. Thank you. 
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Senator Lieberman. Thanks, Senator Lautenberg. I must say 
that we have worked on this a lot, but it is a real pleasure to hear 
those who have thought about this a lot and lived within the sys- 
tem in some places as it has been carried out, certainly in the acid 
rain area, to hear you talk about it, because it has a vitality to it. 
This is a classically American, entrepreneurial market-based re- 
sponse to a mega environmental problem. I just don’t think there 
is, you can have debates about whether we are doing it exactly 
right, whether we can fix it in some ways, how much it will cost. 
But I don’t think there is a better way to deal with this problem 
than the way we are doing it. The contributions you have all made 
are great. 

Perfect timing. Senator Craig. Let me indicate how we are going 
to proceed. I want to thank the witnesses, all of you, for your testi- 
mony. I appreciate it very much. It has been helpful to the Com- 
mittee. I am going to depart to vote; I cannot return. I know a cou- 
ple of the other Senators are coming back, I know Senator Sanders 
is coming back. So Senator Craig, I am giving you the liberty to 
question until one other Senator comes back. This could be, this is 
a very open, participatory committee. 

The last Senator here who has not had questions yet will have 
the authority to adjourn the hearing. I thank you again very much, 
and call on my colleague. Senator Craig. 

Senator Craig [presiding]. Mr. Chairman, thank you very much. 
I shall try to do you no harm. 

[Laughter.] 

Senator Craig. Like all of us, we thank all of you for being with 
us today and the thought that you have put into it. I think all of 
us recognize that getting this issue right has all the right impacts 
on our world and our economy, and getting it wrong could have all 
the wrong impacts in a very severe way. I am very slow to move 
in shaping public policy until I am convinced that the modeling we 
use, the science we use and all of those things are as accurate as 
we can get it. I have looked at this issue for many years; I have 
traveled the world to most of our climate change conferences. I rec- 
ognize concerns and urgencies. I also recognize in some instances 
the near impossibility of getting where some of us think we ought 
to go. 

Mr. Darbee, let me start with you. In 2006, 24 percent of PG&E’s 
total electrical output or generation was nuclear power. In your 
view, can this type of cap and trade legislation be implemented 
without a significant commitment to new nuclear? 

Mr. Darbee. We have taken a look at the growth with respect 
to energy needs through the period 2030 through the EPRI organi- 
zation which represents the electric utility industry. What is clear 
from that is that America’s energy needs are going to grow very 
substantially on all fronts. 

So what EPRI looked at was how much energy efficiency we will 
need, which is substantial, how much in the way of renewables, 
that amount is substantial, clean carbon technologies, IGCC with 
sequestration, very substantial. There remains a very significant 
gap beyond that. We believe at this time because of the size of that 
gap that nuclear needs to be on the table as an option. 
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But I do want to say that we also see great opportunity in the 
solar-thermal technology. Therefore, there is the possibility in 
many parts of the United States that if that technology grows suffi- 
ciently strongly as we anticipate it might, that could substitute for 
a substantial amount of nuclear power. So we think that the 
United States needs to keep its options open until that technology 
proves itself But even with that, because of different climate dif- 
ferences in the United States, some amount of nuclear power may 
be required. 

Senator Craig. In all of those instances, to bring a new unit of 
any type of production online, what is the average cost per kilowatt 
hour? Well, let’s say photovoltaic, or solar in the instance that you 
are looking at and building. 

Mr. Darbee. Let me give you, if I may, the whole spectrum. In 
terms of, we translate it through to the cost to the customer. So 
with respect to, let’s say, coal today from existing facilities, prob- 
ably 3, 4 cents. Nuclear today from existing facilities, 4 cents; hy- 
droelectric today, existing, 3 cents. 

If you look at the costs of solar-thermal that was mentioned 
today, 10 to 12 cents seems to be the range, with the opportunity 
going toward 8. If you look at photovoltaic, it is pretty expensive, 
it is about 30 to 40 cents a kilowatt hour before you look at instal- 
lation costs. So I think that probably gives you the spectrum. 

Senator Craig. It does, it is an irony, or I should say a unique- 
ness of market in place at this moment in time. My State of Idaho 
is growing very rapidly. We are also fortunate that we have a 
largely hydro-based electrical economy, so we have the lowest cost 
power in the country. About 40 percent of our in-migration is com- 
ing out of California and they are retirees who are seeking our 
State for a variety of reasons, and clearly in the cost of all their 
dialogues is the cost of living and energy. 

My frustration, because the Chairman was talking about the dy- 
namics of a California economy, it may be a dynamic place if you 
are alive, middle-aged and working hard. If you are retired or poor, 
a problem begins to happen. We see a substantial migration out of 
California today into Idaho and other places where there are dif- 
ferent attributes, but one of them being cost of living. Energy is a 
very real factor there. 

Now, that leads me to you, Mr. Pershing, as it relates to how we 
allocate. Because we are a clean State, we don’t have a carbon foot- 
print of any kind, we don’t have that kind of legacy. So it is not 
clear to me that a cap and trade system can be implemented with- 
out causing severe regional economic impacts. Idaho does not want 
to lose its advantages. Clearly, new energy in Idaho is going to be 
more expensive. We all know that all new energy is more expensive 
than old energy. It is also cleaner; we also understand all of those 
arguments. Idaho, as I have said, is one of those States that is the 
cleanest and least cost. 

So I guess my thoughts to you are one, WRFs allocation pref- 
erence, free or not free? 

Mr. Pershing. WRI would propose that there be some mix. We 
believe that in the initial phase, it doesn’t seem politically possible 
to manage it with an entire auction, so we would start off with 
some share of being freely allocated. We do believe the auction 
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should be phased out over time. The more quickly it can be done 
the more quickly you get to an economic efficiency. 

But I would note that there is a space in this whole area for 
something to be done with the revenues, and with the allowances. 
This could provide partly, for example, mechanisms that are allo- 
cating allowances to the States, for some way to offset some of the 
costs that you have identified. There also is quite a lot of informa- 
tion in the economic literature and various studies being done for 
the States individually that suggests that some of these outcomes 
may not be as negative as you suggest. For example, while the elec- 
tricity price that you pay may go up, the total electricity that you 
consume may go down. The balance between those may actually 
lead to a stable or even a marginal reduction in the price. 

The State of Illinois did this kind of analysis and showed that. 

Senator Sanders [presiding]. Thanks. I guess I am acting Chair 
here. 

Larry, you were about 2 minutes over, as I understood it. Is that 
right? He had about 7 minutes, I think. 

Senator Craig. OK, fine, thank you. 

Senator Sanders. It doesn’t look like a whole lot of us here, 
so 

Senator Craig. Why don’t we do that, I will stay for a couple 
more minutes. There are a few more questions I would like to ask. 
Thank you. 

Senator Sanders. OK. Let me ask Mr. Darbee a question. Mr. 
Darbee, on page 12 of your written testimony, you mentioned, you 
discuss a study from the Federal Government’s own National Re- 
newable Energy Lab solar plants to be? 

Mr. Darbee. Well, absolutely. Senator. I might say one thing, be- 
fore when we were talking about different technologies, I failed to 
mention that new clean coal technologies cost about 8 cents a kilo- 
watt hour as we expect nuclear about 10 cents. 

Senator Sanders. We are not really sure about clean coal, are 
we? 

Mr. Darbee. We are not, indeed. So going to your point about 
solar-thermal technology, we as a company are very excited about 
that, because it is significantly cheaper than photovoltaic. So we 
are seeing the prices in the areas that you have mentioned 10 to 
12 cents right now and likely, hopefully will go to 8 cents. That is 
what the vendors are telling us. 

Senator Sanders. I am not an expert on this, but everything 
being equal in terms of gas and other forms of energy, one assumes 
over a 25-year period that is going to go up pretty steep. If one 
were looking at 8 cents per kilowatt hour, in the year 2035 or 
whatever, am I wrong in saying that would be really quite cheap 
electricity? 

Mr. Darbee. You are absolutely right. One of the things is with 
solar power, there is no input cost and no input uncertainty as 
there is, say, with natural gas, coal, things like that. So that is the 
case. The other thing is the technology is pretty simple and prac- 
tical. You are basically taking the sun, concentrating it with mir- 
rors, putting it on a pipe, turning water to steam and turning a 
turbine. 
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Senator Sanders. Let me ask you this. You have signed a con- 
tract with a company called Solel for a 553 megawatt plant, is that 
right? I understand that in your part of the world, you and other 
utilities have a number of plants — ^you are thinking about devel- 
oping a whole number of plants. What is the potential out there? 
How much electricity can we be generating, do you think, through 
solar plants? 

Mr. Darbee. We are setting a target of 2,000 megawatts over the 
next number of years, 5 to 10 years. So the potential actually in 
the sunny parts of the United States, southwest and west in par- 
ticular, what we are seeing is, we could deliver more solar-thermal 
power than nuclear plants, because frankly a nuclear plant takes 
10 years to build, at least, probably. 

Senator Sanders. Sorry to be interrupting you 

Mr. Darbee. So, very substantial. 

Senator Sanders. Again, going back to this National Renewable 
Energy Lab, they are talking about the possibility of solar plants 
producing upwards of seven times the energy needed to serve the 
State of California. That sounds like an enormous amount of elec- 
tricity and huge potential out there. Is that correct? 

Mr. Darbee. That is, and that is conceivable, yes. 

Senator Sanders. The other point that I want to make, when 
you talk about whether it is 8 cents or whatever it may be per kilo- 
watt hour, as I understand it, you are just including now the inves- 
tor production tax credit as your Federal assistance here? 

Mr. Darbee. That is correct. 

Senator Sanders. Now, our friends in coal, and I am not against 
coal, I want to explore the potential of clean coal, they are talking 
about getting hundreds and hundreds of billions of dollars in sub- 
sidies. Now, if we said to you that the Federal Government would 
build one of your $2 billion plants, we would put 50 percent of the 
cost in, am I wrong in saying that you could drive the price down 
to consumers to perhaps 4 or 5 cents per kilowatt hour? 

Mr. Darbee. You are correct. Senator. 

Senator Sanders. So I would simply say that before we talk 
about spending, I mean, this is a huge and significant statement 
that Mr. Darbee is making. This is not an unknown technology. 
This is a technology that is online now and will be only growing. 
It seems to me incumbent upon the Federal Government to strong- 
ly support it. 

My last question, Larry, I am going to take just two more min- 
utes then give it over to you, is that I noticed in your remarks you 
talked a little bit about the provision regarding new sources for en- 
ergy production. You noted in your testimony, basing allowance al- 
locations solely on historic emissions only serves to reward and en- 
courage the highest-emitting resources and discourages rapid de- 
velopment in deployment of clean or lower-emitting technologies. 
Can you elaborate on that, please? 

Mr. Darbee. Basically, if one allocates enough allowances to ex- 
isting old coal plants, the incremental cost of running those plants 
in a carbon-constrained environment will be zero. Therefore, people 
will continue to run the plants; in effect they are subsidized. 

So we believe that by shifting the allowance allocation to rel- 
atively clean fuels or non-emitting forms of generating energy, that 
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will promote the right behavior of rewarding those people that 
produce the cleanest technology. 

Senator Sanders. I should just say that we are going to offer an 
amendment dealing just with that issue in the subcommittee. We 
will probably revisit that later on. 

Senator Craig. 

Senator Craig. Mr. Chairman, thank you very much. 

Mr. Pershing, you were completing a thought when time ran out. 
Let me ask this question, because I said it in my opening state- 
ment, and it frustrates me a great deal as we begin to move dollars 
around the country that actually don’t produce clean energy. I use 
the phrase, a transfer of wealth. 

Is not the allocation process, and you talked about rewards and 
benefits, is that not a transfer of wealth so legislated? 

Mr. Pershing. To a certain extent, of course it is, yes. The issue 
in part is with what end and to what purpose. So in this instance, 
what we are seeking to do is to move revenues from systems, en- 
ergy-generating systems that are highly carbon-intensive to those 
that are low carbon-intensity. Those should in theory be managed 
through a price mechanism and a structure. But it will move 
money from one place to another. 

Senator Craig. Thank you. 

Dr. Smith, 2191 attempts to aggressively cut domestic green- 
house gas emissions, so your testimony indicates that it will only 
be achieved through the transfer of domestic manufacturing activi- 
ties from the United States to international competitors. We know 
that many of those international competitors will not be in any 
form of compliance until technology reaches them that allows them 
to comply. Under this scenario, what are the impacts to the econ- 
omy, jobs, and frankly, to the global environment? 

Ms. Smith. What you have described is what we call leakage, it 
is leakage of emissions from the United States to another country. 
When either United States or foreign sources supply our demand, 
our needs, with goods and services, emissions occur. We can either 
produce them ourselves and emit it here, or we can try and cap our 
emissions here. If the result of that is to create competitive dis- 
advantage so that in fact we start to buy imports, all we have done 
is move the emissions from the United States to another part of the 
globe. The environment gains nothing if that occurs. 

I would like to correct something you said, I did not say that the 
entire cap is met through leakage. I did say that a cap with this 
degree of price increase, without protections at the border for our 
industry, which are not in the bill, those protections, would create 
tremendous amounts of leakage that would just be a perverse con- 
sequence of the bill. It would hurt our economy and do nothing for 
the environment. 

Senator Craig. Thank you. 

Dr. Thorning, I am not sure whether this fits, but I find it a fas- 
cinating idea. On October 20 of this year, San Francisco turned out 
their lights. They were out for an hour in an attempt to save elec- 
tricity. I am told that to some it was a very frightening experience, 
because they didn’t have the security that lights and energy 
brought them. 
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You indicate that we would have to reduce our energy usage by 
significant amounts to meet the goals of 2191 based on the timing 
that all of you have spoken to. Can you give us an idea how real- 
istic this energy savings approach is and would California have to 
go from 1 hour to 2 hours? Or I should say San Francisco. Cali- 
fornia didn’t do it all. 

Ms. Thorning. The targets on S. 2191 are so tight that it would 
clearly impinge on consumers’ lifestyles. I think it would require, 
as my testimony suggested, by 2030, reducing emissions by ap- 
proximately 50 percent on a per capita basis. Stop and think what 
that means to what kind of appliances, what kind of house, what 
kind of transportation system you have. It would require much 
dimmer lighting, much more emphasis on building efficiency and so 
forth. All of those changes can be made in time. But because of the 
length of life of our capital stock, it is very, very costly, as Dr. 
Smith’s analysis suggests, to make these transitions in a matter of 
15, 20 or even 25 years. 

So I think we need to look very carefully at the kind of challenge 
we are putting in front of consumers and business with the targets 
in this bill. 

Senator Craig. Thank you, 36 seconds left, quick question of you, 
Mr. Barbour. How can we be certain that any cap and trade system 
employed here in the United States can in fact avoid the volatility 
that the European experience has had, and when it was estab- 
lished over there, the reaction to it? 

Mr. Barbour. Senator, I think there were several lessons to be 
learned from that experience. Certainly there was an over-alloca- 
tion of allowances to industry, which, once that was discovered, 
that really diminished their value over time. So the allocation 
needs to be tightly matched to the desired environmental goal, not 
only to reach that goal, but also to preserve their value over time. 
Secondly, as I had mentioned, there was no provision for banking 
into the next period. It simply ended, and that really drove the 
value to zero. I think we still have yet to discover how well the sys- 
tem will work. The Kyoto Protocol’s first compliance period actually 
begins in 2008, 2012. So it is a little premature to judge. Maybe 
in 2012 we will know how well the system works. But it hasn’t 
even started yet. 

Senator Craig. Thank you all very much for your time with us. 
We appreciate it. 

Senator Sanders. Senator Whitehouse. 

Senator Whitehouse. Thank you all for staying with us. I appre- 
ciate the time that you have given us. It is important work that 
we are embarked on, and it is important to get it right. 

I would be interested in anybody’s thoughts on how to police the 
integrity of the auction and trade system. I think the concept that 
we are getting at is the right one. But we are almost still at the 
position paper level. We have seen over and over again markets 
that overheated, we have seen markets that were taken advantage 
of by people who were out to game the system. We have an entire 
Securities and Exchange Commission set up to police our capital 
markets. We have had unpoliced markets in, for instance, electric 
energy in California that created disastrous outcomes. Enron trade 
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in a sort of quasi-market in energy futures and was a phony and 
fraud, it was a nightmare for people who were involved with that. 

So I think between where we are now and where we need to get 
when this hill emerges, there have to he some pretty serious safe- 
guards built into that process to make sure that it is not captured. 
Particularly you consider that billions and over time perhaps even 
trillions of dollars of carbon or greenhouse gas credit might very 
well flow through the entity that markets them. There is an enor- 
mous motivation, just as there is in this building, of people to try 
to get their hooks into that money for ulterior purposes than just 
the public benefit. 

When you consider the safeguards that are set up here, the safe- 
guards that are set up in our judicial system, the safeguards that 
are set up for the stock market, the safeguards that are set up ev- 
erywhere, this thing right now looks like the wild west. Where 
would you recommend that we go for models? We could probably 
try to think this thing through from scratch, but usually it is better 
to try to get some tested ideas that have withstood some practical 
experience in their areas. Where should we go to fill in that con- 
cern about these markets either being run out of control or cor- 
rupted or gamed by speculators? 

Mr. Darbee. 

Mr. Darbee. Senator, that is something we have given a lot of 
thought to. Having been in California at the time that Enron was 
taking advantage of it, we had a fair amount of experience. We 
have several thoughts in that regard. 

Senator Whitehouse. One quick interruption. You can agree 
with me that if there is a market failure of some kind happening, 
relying on the market to sort it out doesn’t help? 

Mr. Darbee. Exactly right. I think in general, the SEC is a good 
model. Many people think that we have gone possibly too far with 
Sarbanes-Oxley and put a lot of cost on it. But certainly prior to 
Sarbanes-Oxley I think the SEC regulation of the security markets 
was viewed as really the model in the word. So the SEC is very 
capable of identifying market manipulation. That is certainly what 
we saw in the energy crisis in California, where Enron and others, 
it would appear, took advantage of the market. Of course, those 
players have settled and paid hundreds of millions, if not billions 
of dollars, to rectify that. 

So I think we would want to take a look at how the SEC mon- 
itors the securities markets, and establish a similar methodology 
with respect to the energy markets, and also monitoring the finan- 
cial instruments that are synthetic alternatives to the real-time 
market there. So that is the first. 

Second, as I mentioned earlier, and I am not sure if you were 
here at the time, we would like to propose extending on the Fed 
model that is embedded in the Lieberman-Warner legislation and 
have the Fed-like entity that is created work with a collar on prices 
that would rise over time. Specifically, there would be a proposed 
ceiling for the price of allowances, a proposed floor for it. What 
would happen is when the prices started to go above market, the 
Fed-like entity would borrow from the future allowances to provide 
supply into the market, to handle that pressure. Because we saw 
in California, when the markets went out of control on energy, the 
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price of energy went up far more than anybody expected. I think 
as policymakers, you want to be concerned to protect against things 
like that. That wouldn’t be good for the environment, this policy, 
or for the economy. 

At the same time, by creating both the floor and the ceiling, 
which would rise over time, what would happen is there would be 
increased certainty on the part of venture capitalists and industri- 
alists to create new technology as they go down, because they will 
know what the price of carbon is within a range over a period of 
time. So we think that that would be very helpful to resolving this 
problem. So those are just a couple of suggestions. 

Senator Sanders. Why don’t you take another minute, if you 
need? 

Senator Whitehouse. I don’t need another minute, I just would 
wish to hear from the other witnesses, to the extent that others 
have something to add. 

Senator Sanders. Sure. 

Senator Whitehouse. Mr. Pershing. 

Mr. Pershing. Thank you very much. Just one comment to add 
to Peter Barbee’s, which is the other side of the equation, how can 
you monitor it effectively. We actually have a whole series of tech- 
niques that would enable us to do that. One of the best examples 
clearly is the continuous emissions monitor that comes at the end 
of the smokestack. But there are others that could be applicable 
and parallel for almost all sectors. 

Then we need a registry. We have to have a place to record this 
information and to allow for full transparency in that. I would note 
that there are now more than almost 40 States that have been 
working collectively to design exactly that kind of registry. That 
provides a very good model for a place to start. 

Senator Whitehouse. Ms. Smith. 

Ms. Smith. I would just like to comment on the idea of a price 
ceiling and the idea of a collar. That will be the mechanism that 
will provide some certainty in the market, will reduce the degree 
to which businesses face huge risks in the face of uncertain auc- 
tions and the volatility in prices that will occur in the market, 
which really undermine the ability of businesses to plan against a 
long-term future cap. 

The only problem I would like to point out is that a collar, where 
there is a price ceiling and a price floor that is pre-established will 
not be viable to sustain over the long period, unless those prices 
that are established are consistent with the cap and what the CPA 
will cost to achieve. So one can resolve the volatility and should 
through a price ceiling. But the only way to ensure that certainty 
on the prices over the long run will be a price ceiling, more in the 
form of a safety valve. But that is necessary in order to make this 
a viable policy going forward, to provide protection against the 
kinds of risks, economic risks in the short run that I was talking 
about. 

Senator Whitehouse. Ms. Thorning, would you like to say some- 
thing? 

Ms. Thorning. I would just like to make one observation about 
the idea that the SEC might be a model for this. With the SEC, 
you have buyers and sellers on opposite ends of the transaction. 
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They each have an interest in policing the accuracy of the informa- 
tion, because if one cheats, the other one loses, it is a zero sum 
game. But when you have an ETS, it could be in both parties’ in- 
terest to collude, and it is not a zero sum game. So I think using 
SEC as a regulatory model may not hold in this type of situation. 

Senator Whitehouse. Mr. Barbour. 

Mr. Barbour. I appreciate the concern. I think the Carbon Mar- 
ket Efficiency Board has implemented in the legislation, I think it 
addresses that as well as we can. 

Mr. Darbee. If I can just add one other thing. People look to Eu- 
rope and say, gee, that is an example of where the cap and trade 
system didn’t work too well. As people recall that experience, the 
price of allowances went up very, very high and then came down 
and were very low. The idea of a collar would protect against both 
instances. 

So if allowances were issued, additional ones at the time that 
there was a lot of demand and prices were heading up, the benefit 
of the collar is that the Fed-like mechanism would be in purchasing 
allowances if in fact we saw the prices go back down. That pur- 
chase of allowances would bring them into the collar range, and 
therefore avoid a problem like we saw in Europe. 

Senator Sanders. Thank you. Senator. 

Let me just very briefly ask what will be the last question. Ms. 
Thorning a moment ago indicated that if we move forward vigor- 
ously in cap and trade the result might be a significant lowering 
of our standard of living and cutbacks in electric consumption and 
so forth. I would simply say that in my city of Burlington, Vermont, 
we have grown reasonably well over the last 15 or 16 years. The 
city is, because of strong energy conservation, approaches, we are 
consuming no more electricity than we did 16 years ago. I think in 
California, over a 30-year period, as I understand it, per capita 
electric consumption has remained fairly level. I am not aware that 
the people in California are living in caves and huts and seeing a 
major decline in their standard of living. 

So my question that I throw out is, what is the potential of en- 
ergy conservation? Maybe Mr. Pershing, do you want to start that 
off, and is there great potential out there? 

Mr. Pershing. I think there is enormous potential. The models 
range quite substantially. In addition to the examples that you 
cited, there are clearly equivalent examples in Europe. I would 
note that even countries like China, which was raised earlier by 
Senator Craig, has a very aggressive energy efficiency program pre- 
cisely for this reason. In fact, it is driven partly by climate change, 
but even more by energy security. It is that dynamic that reduces 
the total costs at very modest overall effort with side benefits, ben- 
efit for local pollution, benefits for jobs and the local economy, 
which are things like installation of insulation and things like new 
technologies around efficient lighting. 

We had a comment earlier that you couldn’t do much for your 
lighting, you would have to have dim lights. Well, we went to a 
compact fluorescent and got a 50 percent improvement. We can go 
now to an LCD and we can get an additional 70 percent improve- 
ment. I don’t believe that the problem is insurmountable. Effi- 
ciencies are huge. 
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Senator Sanders. Mr. Darbee, did you want to comment on that? 

Mr. Darbee. Senator, I have heard people in our industry sug- 
gest, as we have heard here today, that the technology doesn’t exist 
and we need to wait until it does. My reaction to that is that it is 
nonsense. The experience you cited in Burlington, VT, the experi- 
ence that we have shown in California is that with just energy effi- 
ciency alone, there are great strides that can be made. 

We have actually entertained delegations from China looking at 
the experience of energy efficiency in California. They are gobbling 
up that information and taking it back and applying it to China, 
because they know that they are using energy in a wasteful fashion 
and that not only is that bad for the environment, but they want 
to be even more competitive than they are today. They know that 
energy efficiency will make them more competitive. 

So there is a lot we can do today with just energy efficiency. Of 
course, technology is developing all the time. So the time for action 
is now, and waiting is not the appropriate course of action. 

Senator Sanders. OK, maybe on that tone we will wrap it up. 
On behalf of the Chair, let me thank all of you very much. It has 
been a very productive hearing. Thank you. 

[Whereupon, at 12:30 p.m., the committee was adjourned.] 

[Additional material submitted for the record follows.] 
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International Comparison of Depreciation Rules 
and Tax Rates for Selected Energy Investments 


Executive Summary 

The American Council for Capital Formation requested from the Quantitative Economics 
and Statistics group of Ernst & Young LLP an analysis comparing the tax depreciation 
rules for various energy investments between the United States and selected foreign 
countries. 

The analysis examined eleven asset types used in the energy sector across twelve 
countries. The analysis examined the tax depreciation in several ways: 1) the percentage 
of the original investment recovered during the first five years, 2) the percentage of the 
original investment recovered during the first ten years, 3) the net present value of the 
depreciation deductions over the life of the asset, and 4) the effective tax rate of the 
investment taking into account depreciation, tax credits and the countries’ marginal tax 
rate. 

The results of the study are: 

• The United States generally has less favorable tax depreciation rules for electric 
generation, electric transmission and distribution, and petroleum refining than 
many other countries, including a number of the U.S.’s major trading partners. 

• The U.S. generally has slower cost recovery during the first five and ten years 
after the investment than the comparison countries. For example, investments in 
electric generation fueled by natural gas, nuclear and coal recovers less than 38% 
of the original investment during the first five years and 68% during the first ten 
years in the U.S., compared to 80% and 97%, respectively in Canada. 

• When the time value of money is taken into account, the U.S. depreciation rates 
remain less favorable than most of the competitor countries. Again, an 
investment in electric generation fueled by natural gas, nuclear and coal has a net 
present value of depreciation over the entire recovery period of less than 66% of 
the original investment in the U.S. compared to 84% in Canada. 

• Because the United States has the second highest statutory corporate marginal tax 
rate among OECD countries combined with generally less favorable tax 
depreciation rules, the differences in effective tax rates are even greater. Based 
on a number of assumptions including economic depreciation, we estimate the 
corporate effective tax rate on investments in electric generation fueled by natural 
gas, nuclear and coal at 27-31% in the U.S., compared to 14% in Canada. 
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• These findings are consistent across ail of the energy assets studied, including 
different types of electric generation, electricity transmission and distribution, 
pollution control equipment, and petroleum refining. 

• Cross-country comparisons require a number of assumptions and limitations to 
summarize the complex tax treatment of multiple investments across multiple 
countries. The analysis makes note of the assumptions and limitations. 
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International Comparison of Depreciation Rules 
and Tax Rates for Selected Energy Investments 


Introduction 

The American Council for Capital Formation requested from the Quantitative Economics 
and Statistics group of Ernst & Young LLP an analysis comparing the tax depreciation 
rules for various energy investments between the United States and selected foreign 
countries. 

The analysis examined eleven asset types used in the energy sector across twelve 
countries. The analysis examined the tax depreciation in several ways: the percentage of 
the original investment recovered during the first five years and during the first ten years, 
the net present value of the depreciation deductions over the life of the asset, and the 
effective tax rate of the investment taking into account depreciation, tax credits and the 
countries’ marginal tax rate. The net present value and effective tax rate analyses are 
presented with a constant inflation rate across countries. The analysis uses the tax rules 
in effect in 2006. 

The eleven countries besides the United States the American Council for Capital 
Formation has selected include many important trading partners of the United States. 
According to OECD statistics, in 2005, the selected countries accounted for more than 
65% of United States imports and more than 60% of United States exports.’ 

Energy Investments Analyzed 

The eleven energy investments analyzed range from electric generation, transmission and 
distribution, to pollution control equipment and petroleum refinery equipment. The 
specific assets evaluated are: 

Electric Generating Facilities: Gas - Includes assets used in the production of electricity 
for sale fueled by gas. In the United States, these assets are in Asset Class 49.15 (IRS 
Revenue Procedure 87-56) with a class life of 20 years, and a recovery period of 15 
years. 

Electric Generating Facilities: Coal - Includes assets used in the production of 
electricity for sale fueled by coal. In the U.S., these assets are in Asset Class 49.13 with a 
class life of 28 years and a recovery period of 20 years. 

Electric Generating Facilities: Nuclear - Includes assets used in the nuclear power 
production of electricity for sale, but does not include nuclear fuel assemblies which have 
a five year recovery period. In the U.S., these assets are in Asset Class 49.12 with a class 
life of 20 years and a recovery period of 1 5 years. 


* Organisation for Economic Co-operation and Development, SourceOECD 2005 Annual Statistics of 
International Trade 
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Combined Heat and Power Using Conventional Fuel - These assets include co- 
generation facilities that use a heat engine or power station to generate both electricity 
and useful heat. In the U.S., these assets are in Asset Class 49.13 with a class life of 28 
years and a recovery period of 20 years. 

Distribution of Electrical Heat and Steam Generated for Self Use - These assets are used 
in the production and/or distribution of electricity for use by the taxpayer in its industrial 
manufacturing process or plant activity and not ordinarily available for sale to others. In 
the U.S., these assets are in Asset Class 00.4 with a class life of 20 years and a recovery 
period of 1 5 years. 

Electric Transmission Lines - Includes assets used in the transmission of electricity for 
sale. In the U.S., these assets are generally in Asset Class 49.14 with a class life of 30 
years and a recovery period of 1 5 years. 

Electric Distribution Lines - Includes assets used in the distribution of electricity for sale. 
In the U.S., these assets are in Asset Class 49.14 with a class life of 30 years and a 
recovery period of 20 years. 

Electricity Smart Meters - Includes assets that are a general class of meter which not only 
measures the quantity of kilowatt hours but also the “quality of supply” functions and is 
capable of being read remotely. Smart meters communicate electricity consumption data 
automatically to and from a central computer, usually by radio frequency or power line 
communication. In the U.S., these assets are currently treated as part of the electric 
distribution system, and are included in Asset Class 49.14 with a class life of 30 years 
and a recovery period of 20 years. 

Pollution Control Discharge Modification Equipment-. These assets include pollution 
control equipment that modifies the outputs (e.g., thermal discharge control) rather than 
modifying inputs (e.g., scrubbers). In the U.S., these assets have a recovery period of 
seven years. 

Petroleum Refining Crude Unit (Distillation)-. Includes assets used for the distillation of 
crude petroleum into gasoline and its other components. In the U.S., these assets are in 
Asset Class 13.3 with a class life of 16 years and a recovery period of 10 years. 

Petroleum Refining Fluid Catalytic Cracking Unit: Includes assets used for the catalytic 
cracking of crude petroleum and its other components. In the U.S., these assets are in 
Asset Class 13.3 with a class life of 16 years and a recovery period of 10 years. 

Methodology 

Ernst & Young used its foreign tax desk network to collect information from the non- 
U.S. countries. Tax specialists for each of the countries provided information about the 
tax depreciation rules, any special credits, and any other special tax rules applying to the 
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specific assets. For purposes of this analysis, a number of assumptions and limitations 
needed to be made to summarize the comparative tax treatment of multiple assets across 
many countries. 

Tax depreciation rules require the classification of many assets into different recovery 
periods. The U.S. assignment of cost recovery allowances may depend on the particular 
asset or the particular industry activity in which the asset is used.^ For example, the U.S. 
has a single recovery period for assets used in electric generating facilities, whether they 
are structures or machinery. Some countries, such as Germany, have different recovery 
periods depending on the specific assets used within the electric generating facility. In 
such cases, a single asset recovery period representing a significant asset was chosen 
rather than attempting to estimate an average recovery period or estimating multiple 
recovery periods for multiple assets for a single facility. 

Many countries have special tax rules (accelerated depreciation, credits, or lower rates) 
for certain types of activities or fuels. For example, the U.S. and several of the 
comparison countries have favorable tax treatment for renewable fuels. A number of 
countries have more favorable tax treatment for economic activity occurring in special 
economic zones. For purposes of this study, the estimates are based on tax rules for 
general activity rather than targeted geographic or targeted input incentives. 

The estimates assume the investments were put in place July 1 , 2006. Many countries 
have half-year or monthly conventions for tax depreciation. The tax rules are those 
applicable in 2006. Some of the tax provisions are temporary and will change in future 
years. 

Where there is an option of depreciation rules, the estimate calculates the most favorable 
tax rule. For example, if companies have the choice between straight-line depreciation 
and double-declining balance depreciation, the double-declining balance depreciation is 
used. Some companies may choice to use straight-line depreciation due to otherwise 
expiring net operating losses or some other reason. 

Some countries have more favorable tax rules that are available under certain 
circumstances including approval by the tax administrator. If the tax provision is not 
automatic and generally available, then that special provision is not included in the 
estimate. 

Net Present Value of Depreciation Deductions. 

Depreciation deductions generally are taken over multiple years. Deductions taken in 
future years do not have the same financial value as deductions taken in the year of the 
investment, due to the time value of money. Net present values adjust a stream of future 
deductions into the current period equivalent. Calculating net present values requires an 
assumption about the discount rate used to value future income or expenses. Most 


^ U.S. Department of the Treasury, Report to The Congress on Depreciation Recovery Periods and 
Methods, July 2000, p. 31. 
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financial analysts use a weighted average of the returns to debt and equity. This ean vary 
by a number of factors across firms and countries, by the debt/equity ratio, the statutory 
marginal tax rate, real rates of return, and inflation rates. 

A reeent Congressional Budget Office study^ estimated the weighted average cost of 
funds was 6.63%. We have rounded up to 7% to calculate the net present value based on 
a U.S. weighted average cost of funds, which might be most applieable to a U.S. based 
multi-national corporation. In comparison, Michael Devereux in a recent analysis of 
international tax rules assumed a 10% interest rate and a fixed inflation rate of 3.5%.“' A 
higher discount rate would lower the net present value more for longer-lived assets. 

Effective Tax Rate on Energy Investments 

An additional measure comparing the effect of tax systems on investments across time, 
assets, and/or countries is a measure of an effective tax rate. An effective tax rate takes 
into account not only tax depreciation but also statutory marginal tax rates and tax 
credits. 

An effective tax rate measures the difference between the pre-tax rate of return and the 
after-tax rate of return as a percentage of the pre-tax rate of return. There are numerous 
potential effective tax rates.^ For purposes of this analysis, we have calculated the 
effective corporate tax rate on investment, after-corporate income tax and before personal 
income taxes.^ For purposes of this analysis, the estimates assume that multinational 
corporations provide an after-corporate tax, but pre-individual investor tax, rate of 7.0% 
real, which is the long-term historical U.S. average on corporate equities. 

The Appendix I describes the calculation of the effective tax rate measures. 

Results 

The international comparison results are presented in four tables. 

International Comparison of Nominal Capital Costs Recovered After Five Years for 
Selected Energy Investments 

Table 1 shows the amount recovered during the initial five years of cost recovery 
deductions in the U.S. for the selected energy investments ranges from 30% for eoal 
electric generation facilities, distribution lines and smart meters to 64% for pollution 
control equipment. Coal electric generation facilities are recovered over 20 years under 


^ Congressional Budget Office, Computing Effective Tax Rates on Capital Income. December 2006. 

Devereux, M.P., R. Griffith, and A, Klemm, "Corporate Income Tax Reforms and International Tax 
Competition”, June 2002 
^ CBO, ibid, 

‘ CBO, ibid. King, M.A. and Don Fullerton, The Taxation of Income from Capital. A Comparative Study 
of the United States, the United Kingdom. Sweden and West Germany (1984), Jorgenson, D.W., and Ralph 
Landau, Tax Reform and the Cost of Capital: An International Comparison (1993). 
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a double declining balance method with a half-year convention in the first year. Pollution 
control equipment is recovered straight-line over seven years. 

Other countries’ capital cost recovery in the first five years ranges from 21% for electric 
transmission and distribution lines in Brazil to immediate write-off of 100% for all of the 
selected assets in Malaysia plus a number of other assets in several other countries. 
Mexico allows over 100% of the historical nominal cost for pollution control equipment 
during the first five years, because it provides an inflation adjustment plus a short 
recovery period. Table 1 compares nominal capital costs recovered after five years as 
percent of total asset value for selected energy investments. 
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Table 1: International Comparison of Nominal Capital Costs Recovered After Five Years for Selected Energy Investments, 2006 



Electric Generation 

Electric Transmission & Distribution 
Lines 

Pollution 

Control 

Equipment 

Petroleum Refining 


Gas 

Coal 

Nuclear 

Combined 

Heat& 

Power 

Generation 

Self- 

Generated 

Electricity 

Transmission 

Lines 

Distribution 

Lines 

Smart 

Meters 

Discharge 

Modification 

Crude Unit 
(Distillation 
Unit) 

Fluid 

Catalytic 

Cracking 

Unit 

United 

States 

37.7% 

29.5% 

37.7% 

29.5% 

37.7% 

37.7% 

29.5% 

29.5% 

64.3% 

63.1% 

63.1% 

Brazil 

37.7% 

47,5% 

N/A 

37.7% 

63.1% 

20.6% 

20.6% 

31.2% 

89.6% 

63.1% 

63.1% 

Canada 

79.6% 

79.6% 

79.6% 

79.6% 



31 .2% 

63.1% 

79.6% 

79.6% 

79.6% 

China 

39.8% 


39.8% 

39.8% 

39.8% 

39.8% 

39.8% 

39.8% 

41.3% 

39.8% 

39.8% 

Germany 

30.0% 

30.0% 

37.5% 

30.0% 

30.0% 

33.1% 

33.1% 

63.1% 

79.6% 

72.3% 

79.6% 

India 

55.6% 

55.6% 

55.6% 

55.6% 

55.6% 

55.6% 

55.6% 

100.0% 

100.0% 


66.1% 

Indonesia 

45.0% 

45.0% 

45.0% 



45.0% 

45.0% 

45.0% 

45.0% 


45.0% 

Japan 

49.7% 

49.7% 

49.7% 

IIIIIIIIQQQ 


37.4% 

37.4% 

49.7% 

76.9% 


72.3% 

Rep of 
Korea 

57.7% 

57.7% 

57.7% 



57.7% 

57.7% 

57.7% 

89.0% 

89.0% 

89.0% 

Malaysia 

100.0% 

100.0% 

100.0% 

||||||||_ 

100.0% 

90.0% 

90.0% 

90.0% 

100.0% 

90.0% 

90.0% 

Mexico 

46.2% 

46.2% 

46.2% 

46.2% 

46.2% 

23.1% 

23.1% 

23.1% 

101.2% 

32.3% 

32.3% 

Taiwan 

49.7% 

49.7% 

49.7% 

49.7% 

49.7% 

49.7% 

49.7% 

49.7% 

96.6% 

78.5% 

78.5% 
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Table 2 compares the nominal capital costs recovered after five years to the proportion 
recovered under United States’ tax depreciation rules. In addition to the number of 
countries with greater, similar and lower amounts recovered after five years, the table 
also shows the percent of United States international trade with countries in each of the 
three groups.’ 

Table 2: Countries where Nominal Capital Costs Recovered After Five Years are 
Greater, Similar, and Less than under United States’ Tax Depreciation Rules, 2006 


Asset Group 

Asset 

Number of Countries 

Percent of 
International Trade 

Greater 

Similar 

Lees 

Greats 

> Similar 

Less 




Gas 

9 

1 

1 

58% 

2% ' 

5% 


Coal 

10 

1 

0 

59% 

5% 

0% 

Electric 

Generation 

Nuclear 

9 

1 

0 

58% 

5% 

0% 


Combined Heat & 
Power Generation 

10 

1 

0 

59% 

5% 

0% 


Self-Generated 

Electricity 

10 

0 

1 

59% 

0% 

5% 

Electric 

Transmission Lines 

6 

1 

4 

19% 

^ 8% : 

37% 

Transmission & 
Distribution 

Distribution Lines 

9 

0 

2 

51% 

0% ; 

13% 

Lines 

Smart Meters 

10 

0 

1 

53% 

0% ^ 

11% 

Pollution Control 
Equipment 

Discharge 

Modification 

9 

0 

2 

52% 

0% ; 

12% 

Petroleum 

Crude Distillation 
Unit 

7 

1 

3 

39% 

2% 

23% 

Refining 

Fluid Catalytic 
Cracking Unit 

7 

1 

3 





International Comparison of Nominal Capital Costs Recovered After Ten Years for 
Selected Energy Investments 

Table 3 shows the amount recovered during the initial ten years of cost recovery 
deductions in the U.S. for the selected energy investments ranges from 53% for coal 
electric generation facilities, distribution lines and smart meters to 100% for pollution 
control equipment. Coal electric generation facilities are recovered over 20 years under 
a double declining balance method with a half-year convention in the first year. Pollution 
control equipment is recovered straight-line over seven years. 


’ Percent of international trade is calculated by dividing the sum of imports and exports with each country 
by total United States imports and exports. The countries under consideration account for 64% of total 
imports and exports combined, so the total for each row equals 64%. The figures for nuclear generation 
are slightly lower because Brazil is excluded since it does not have any nuclear generating facilities. 
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Table 3: International Comparison of Nominal Capital Costs Recovered After Ten Years for Selected Energy Investments, 2006 



Electric Generation 

Electric Transmission & Distribution 
Lines 

Pollution 

Control 

Equipment 

Petroleum Refining 


Gas 

Coal 

Nuclear 

Combined 

Heat& 

Power 

Generation 

Self- 

Generated 

Electricity 

Transmission 

Lines 

Distribution 

Lines 

Smart 

Meters 

Discharge 

Modification 

Crude Unit 
(Distillation 
Unit) 

Fluid 

Catalytic 

Cracking 

Unit 

United 

States 

67.5% 

53.2% 

67.5% 

53.2% 

67.5% 

67.5% 

53.2% 

53.2% 

100.0% 

96.7% 

96.7% 

Brazil 

63.2% 

74.4% 


63.2% 

87.9% 

38.6% 

38.6% 

54.7% 

99.2% 

87.9% 

87.9% 

Canada 

96.6% 

96.6% 

96.6% 

96.6% 

96.6% 

54.7% 

54.7% 

87.9% 

96.6% 

96.6% 

96.6% 

China 

S4.8% 

84.8% 

S4.8% 

64.8% 

84.8% 

84.8% 

84.8% 

84.8% 

67.2% 

84.8% 

84.8% 

Germany 

63.3% 

63.3% 

79.2% 

63.3% 

63.3% 

57.3% 

57.3% 

87.9% 

96.6% 

93,4% 

96.6% 

India 

80.3% 

80.3% 

80.3% 

80.3% 

80.3% 

80.3% 

80.3% 

100,0% 

100.0% 

84.9% 

84.9% 

Indonesia 

71.8% 



71.8% 

71.8% 

71.8% 


71.8% 


iiimQi 

71.8% 

Japan 

76.6% 

76.6% 

76.6% 

76.6% 

72.4% 

62.8% 

62.8% 

76.6% 



93.4% 

Rep of 
Korea 

83.8% 

83.8% 

83.8% 

83.8% 

83.8% 

83.8% 

83.8% 

83.8% 

100.0% 

100.0% 

100.0% 

Malaysia 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

Mexico 

103.7% 

103.7% 

103.7% 

103.7% 

103.7% 

51.8% 

51.8% 

51.8% 

101.2% 

72,5% 

72.5% 

Taiwan 

76.6% 

76.6% 

76.6% 

76.6% 

76.6% 

76.6% 

76.6% 

76.6% 

100.0% 

96.2% 

96.2% 
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Other countries’ capital cost recovery in the first ten years ranges from 39% for electric 
transmission and distribution lines in Brazil to immediate write-off of 100% for most of 
the selected assets in Malaysia. Table 3 compares nominal capital costs recovered after 
ten years as percent of total asset value for selected energy investments. 

Table 4 compares the nominal capital costs recovered after ten years to the proportion 
recovered under United States’ tax depreciation rules. The table shows both the number 
of countries with greater, similar and lower amounts recovered and the percent of United 
States international trade with countries in each of the three groups. 

Table 4: Countries where Nominal Capital Costs Recovered After Ten Years are 
Greater, Similar, and Less than under United States’ Tax Depreciation Rules, 2006 


Asset Group 

Asset 

Number of Countries 

Percent of 
International Trade 

Greater 

Similar 

Leas 

Greater 

Similar 

Less 




Gas 

9 

0 

2 

58% 

0% 



Coal 

11 

0 

0 

64% 

0% 

0% 

Electric 

Generation 

Nuclear 

10 

0 

0 





Combined Heat & 
Power Generation 

11 

0 

0 

64% 

0% 

0% 


Self-Generated 

Electricity 

10 

0 

1 

59% 

0% 

5% 

Electric 

Transmission Lines 

6 

0 

5 

19% 

0% 

44% 

Transmission & 
Distribution 


9 

0 

2 

51% 

0% 

13% 

Lines 

Smart Meters 

10 

0 

1 




Pollution Control 
Eauipment 

Discharge 

Modification 

1 

5 

5 




Petroleum 

Crude Distillation 
Unit 

2 

2 

7 

4% 

22% 

38% 

Refining 

Fluid Catalytic 
Cracking Unit 

2 

3 

6 

4% 

26% 

33% 


International Comparison of the Discounted Present Value of Capital Costs Recovered 
Over the Entire Asset Life for Selected Energy Investments 

Table 5 shows the discounted present value of cost recovery deductions over the entire 
asset life in the U.S. for the selected energy investments range from 58% for coal electric 
generation facilities, distribution lines and smart meters to 79% for pollution control 
equipment. Other countries’ discounted present value of depreciation deductions ranges 
from 43% for electric transmission and distribution lines in Brazil to 100% for pollution 
control equipment in India. Table 5 compares the net present value of capital costs 
recovered as percent of total asset value for selected energy investments. 
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Table 5: International Comparison of the Discounted Present Value of Capital Costs Recovered for Selected Energy Investments over the 

Entire Asset Life, 2006 



Electric Generation 

Electric Transmission & Distribution 
Lines 

Pollution 

Control 

Equipment 

Petroleum Refining 


Gas 

Coal 

Nuclear 

Combined 

Heat& 

Power 

Generation 

Self- 

Generated 

Electricity 

Transmission 

Lines 

Distribution 

Lines 

Smart 

Meters 

Discharge 

Modification 

Crude Unit 
(Distillation 
Unit) 

Fluid 

Catalytic 

Cracking 

Unit 

United 

States 

65.9% 

58.2% 

65.9% 

58.2% 

65.9% 

65.9% 

58.2% 

58.2% 

78.6% 

79.7% 

79.7% 

Brazil 

60.9% 

68.0% 

N/A 

60.9% 

76.7% 

43.0% 

43.0% 

55.2% 

88.1% 

76.7% 

76.7% 

Canada 

83.9% 

83.9% 

83.9% 

83.9% 

83.9% 

55.2% 

55.2% 

76.7% 

83.9% 

83.9% 

83.9% 

China 

73.5% 

73.5% 

73,5% 

73.5% 

73.5% 

73.5% 

73.5% 

73.5% 

73.5% 

81.5% 

73.5% 

Germany 

62.8% 

62.8% 

68.5% 

62.8% 

62.8% 

56.9% 

56.9% 

76.7% 

83.9% 

80.9% 

83.9% 

India 

73.0% 

73.0% 

73.0% 

73.0% 

73.0% 

73.0% 

73.0% 

98.4% 

100.0% 

79.3% 

79.3% 

Indonesia 

71.3% 

71.3% 

71.3% 

71.3% 

71.3% 

71.3% 

71.3% 

71.3% 

71.3% 

71.3% 

71.3% 

Japan 

69.6% 

69.6% 

69.6% 

69.6% 

67.0% 

60.9% 

60.9% 

69.6% 

95.0% 

93.4% 

93.4% 

Rep of 
Korea 

74.1% 

74.1% 

74.1% 

74.1% 

74.1% 

74.1% 

74.1% 

74-1% 

87.9% 

87.9% 

87.9% 

Malaysia 

93.5% 

93.5% 

93.5% 

93.5% 

93.5% 

94.7% 

94.7% 

94.7% 

98.3% 

94.7% 

94.7% 

Mexico 

79.2% 

79.2% 

79.2% 

79.2% 

79.2% 

64.1% 

64.1% 

64.1% 

97.3% 

72.2% 

72.2% 

Taiwan 

69.3% 

69.3% 

69.3% 

69.3% 

69.3% 

69.3% 

69.3% 

69.3% 

91.5% 

83.5% 

83.5% 
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Table 6 compares the net present value of capital costs recovered during the first fifty 
years of the asset life to the proportion recovered under United States’ tax depreciation 
rules. The table shows both the number of countries with greater, similar and lower 
amounts recovered and the percent of United States international trade with countries in 
each of the three groups. 

Table 6: Countries where the Net Present Value of Capital Costs Recovered is 
Greater, Similar, and Less than under United States’ Tax Depreciation Rules, 2006 


Asset Group 

Asset 

Number of Countries 

Percent of 
International Trade 

Greater 

Simitar 

Less 

Greate 

Similar 

Less 


Gas 

9 

0 

2 

58% 

; 0% 

6% 


Coal 

11 


0 



im 

Electric 

Generation 

Nuclear 

10 

0 

D 





Combined Heat & 
Power Generation 

11 

0 

0 

64% 

; 0% 

0% 



10 

a 

1 

59% 

0% 

5% 

Electric 

Transmission Lines 

6 

0 

5 




Transmission & 
Distribution 

Distribution Lines 

8 

■■ 

3 




Lines 

Smart Meters 

10 

0 

1 

62% 

0% 

2% 

Pollution Control 
Equipment 

Discharge 

Modification 

9 

0 

2 

52% 

0% 

12% 

Petroleum 

Crude Distillation 
Unit 

7 

1 

3 

49% 

1% 

13% 

Refining 

Fluid Catalytic 
Cracking Unit 

6 

1 

4 

38% 

1% 

25% 


International Comparison of the Corporate Effective Tax Rate for Selected Energy 
Investments 

Table 7 shows the corporate effective tax rates in the U.S. for the selected energy 
investments range from 22% for petroleum refining assets to 51% for electric distribution 
smart meters. Corporate effective tax rates incorporate not only depreciation deductions, 
but also marginal tax rates and tax credits. 

Other countries’ corporate effective tax rates range from -19% for pollution control 
equipment in Taiwan to 47% for electric distribution smart meters in Brazil. Table 7 
compares effective tax rates for selected energy investments. 
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Table 7: International Comparison of the Effective Tax Rate on Selected Energy Investments, 2006 



Electric Generation 

Electric Transmission & Distribution 
Lines 

Pollution 

Control 

Equipment 

Petroleum Refining 


Gas 

Coal 

Nuclear 

Combined 

Heat& 

Power 

Generation 

Self- 

Generated 

Electricity 

Transmission 

Lines 

Distribution 

Lines 

Smart 

Meters 

Discharge 

Modification 

Crude Unit 
(Distillation 
Unit) 

Fluid 

Catalytic 

Cracking 

Unit 

Unfted 

States 

26,7% 

30.8% 

26.7% 

30.8% 

26.7% 

27.5% 

31.7% 

51.1% 

23.4% 

21.6% 

21.6% 

Brazil 

25.7% 

22.0% 

N/A 

25.7% 

17.1% 

33.5% 

33.5% 

47.1% 

13.0% 

19.9% 

19.9% 

Canada 

13.5% 

13.5% 

13.5% 

13.5% 

13.5% 

30.3% 

30.3% 

33.7% 

18.1% 

15,8% 

15.8% 

China 

19.0% 

19.0% 

19.0% 

19.0% 

19.0% 

19.0% 

19.0% 

34.6% 

25.0% 

22.1% 


Germany 

28.3% 

28.3% 

25,1% 

28.3% 

28.3% 



35.8% 

19.5% 

19.8% 

17.1% 

India 

16,6% 

16.6% 

16.6% 

16.6% 

16.6% 

16.6% 

16.6% 

2.6% 

0.0% 

15.5% 

15.5% 

Indonesia 

18.4% 

19.0% 


19.0% 

19.0% 

19.0% 

19.0% 

34.6% 

25.0% 

22.1% 

22.1% 

Japan 

25.5% 

25.5% 

25.5% 

25.5% 

27.1% 

30.6% 

30.6% 

43.6% 

21 .3% 

20.4% 

20.4% 

Rep of 
Korea 

5.2% 

5.2% 

5.2% 

5.2% 

5.2% 

5.2% 

5.2% 

1 1 .0% 

-9.7% 

-9.7% 

-9.7% 

Malaysia 

4.8% 

4.8% 

4.8% 

4.8% 

4.8% 

3.9% 

3.9% 

8.3% 

1.8% 

7.1% 

7.1% 

Mexico 

1^7% 

12.7% 

12.7% 

12.7% 

12.7% 

20.1% 

20.1% 

36.1% 

2.6% 

19.0% 

19.0% 

Taiwan 

14.9% 

14.9% 

14,9% 

14.9% 

14.9% 

14.9% 

14.9% 

23.3% 

-18.8% 

10.2% 

10.2% 
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Table 8 compares the effective tax rates on capital investments to the proportion 
recovered under United States’ tax rules. The table shows both the number of countries 
with lower, similar and higher effective tax rates and the percent of United States 
international trade with countries in each of the three groups. 

Table 8: Countries where the Effective Tax Rate on Capital Investments is Lower, 
Similar, and Higher than under United States’ Tax Rules, 2006 


Asset Group 

Asset 

Number of Countries 

Percent of 
International Trade 

Lower 

Similar 

Higher 

Lower 

Similar 

Higher 




Gas 

9 

1 

1 

58% 

2% 

5% 


Coal 

11 

0 

0 




Electric 

Generation 


10 


0 

62% 

0% 




11 


0 





Self-Generated 

Electricity 

9 

1 

1 

52% 

8% 

5% 

Electric 

Transmission Lines 

7 

0 

4 

31% 

0% 

33% 

T ransmission & 
Distribution 

Distribution Lines 

9 

1 

1 

58% 

5% 

2% 

Lines 

Smart Meters 

11 

0 

0 

64% 

0% 

0% 

Pollution Control 
Equipment 

Discharge 

Modification 

9 

0 

2 

52% 

0% 

12% 

Petroleum 

Crude Distillation 
Unit 

9 

2 

0 

52% 

12% 

0% 

Refining 

Fluid Catalytic 
Cracking Unit 

9 

2 

0 

52% 

12% 

0% 


Appendix Tables 3-14 show the same results presented separately for each country 
individually. 
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Appendix I; Calculation Methodology 
Calculation of Effective Tax Rates 

Effective tax rates are computed by dividing the difference between the before tax rate of 
return on an investment and the after tax rate of return on an investment by the before tax 
rate of return on an investment. At the margin, a firm will make an investment if the after 
tax rate of return is at least equal to the interest payments required for such an investment 
plus inflation. This rate is the real interest rate, r The real interest rate is composed of 
the nominal interest rate and inflation in the following form: 

r = i + 7r 

Where t is the nominal interest rate and k is the rate of inflation. Our estimates assume a 
nominal interest rate of 5% and an inflation rate of 2% for a total real interest rate of 7%. 

The before tax rate of return necessary to reach a sufficient after tax return may be 
expressed with the following expression: 

1-M 

Where p represents the before tax rate of return equal to the real interest rate, q represents 
the economic depreciation of the asset, u represents the corporate income tax rate, z 
represents the net present value of tax depreciation allowances, and k equals the present 
value of any tax credits or incentives available for the investment. 

The net present value of depreciation allowances, z, is the discounted sum of depreciation 
allowances. We calculate the net present value of depreciation allowances using the 
following formula. We examine depreciation allowances during the first fifty years after 
an investment: 


Z 

Where j is the year starting with year 1, the first year of the investment, and zyis the 
depreciation allowance credited in year j. 

The marginal effective tax rate, ETR, may thus be expressed in the following manner: 

ETR = ^^ 

P 


A-1 
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Rates of Economic Depreciation 

For this study, we assume electric generation and transmission equipment other than 
smart meters depreciate at a rate of 5% per year, petroleum refining equipment 
depreciates at a rate of 7.5% per year, pollution control equipment depreciates at a rate of 
1 0% per year, and smart meters depreciate at a rate of 20% per year. 

The rates applied for each investment are derived from the following asset classes from 
the U.S. Bureau of Economic Analysis: * 

Appendix Table 1: Rates of Economic Depreciation 


Investment 

BEA Asset Class 

BEA Rate of 
Depreciation 

Assumed 

Rate 

Electric Generation 

Steam engines and turbines 

5.16% 

5% 

Electric Transmission 
(other than smart meters) 

Electrical transmission, distribution, 
and industrial apparatus 

5.00% 

5% 

Electric Transmission 
(smart meters) 

Other electrical equipment 

18.34% 

20% 

Pollution Control 
Equipment 

Special industrial machinery, n.e.c.; 
General industrial and materials 
handling equipment 

10.31%- 

10.72% 

10% 

Petroleum Refining 

Petroleum and natural gas 
exploration, shafts and wells 

7.51% 

7.5% 


* Bureau of Economic Analysis, “BEA Rates of Depreciation, Service Lives, Declining-Balance Rates, and 
Hulten-Wykoff Categories” (1997) available at http://www.bea.gov/bea/an/0797fr/table3.htm, this table is 
found in Fraumeni, Barbara, “The Measurement of Depreciation in the U.S. National Income and Product 
Accounts,” (1997) available at http://www.bea.gov/be^an/0797fr/maintext.htm 
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Corporate Income Tax Rates 

Below are the corporate income tax rates applied in the effective tax rate calculations: 


Appendix Table 2: Corporate Income Tax Rates, 2006 


Country 

Tax Rate 

United States 

39^%® 

Brazil 

34.0% 

Canada 

36.1% 

China 

33.0% 


38.3% 

India 

30.0% 

Indonesia 

30.0% 

Japan 

39.7% 


35.0% 

Maiaysia 

28.0%'“ 

Mexico 

29.0% 

Taiwan 

25.0% 


Source: OECD and Ernst & Young Corporate Tax Guide 


’ Section 199 (“production deduction”) reduces the combined federal and state marginal corporate income 
tax rate from 39,3% to 38,3% in 2006 for electric generation, pollution control and petroleum refining 
assets. 

The Malaysian corporate income tax for firms in the petroleum industry is 38%, for other firms the 
corporate income tax is 28%, 
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Appendix 11: Individual Country Results 


Appendix Table 3: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
United States 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

37.7% 

67.5% 

65.9% 

26.7% 

Coal 

29.5% 

53.2% 

58.2% 

30.8% 

Nuclear 

37.7% 

67.5% 

65.9% 

26.7% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuei 
(assumes power for sale) 

29.5% 

53.2% 

58.2% 

30.8% 

Distribution of Industnal Steam & 
Electricity Generated for Self-Use 

37.7% 

67.5% 

65.9% 

26.7% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

37.7% 

67.5% 

65.9% 

27.5% 

Distribution Lines 

29.5% 

53.2% 

58.2% 

31.7% 

Smart Meters 

29.5% 

53.2% 

58.2% 

51.1% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

64.3% 

100.0% 

76.6% 

23.4% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

63.1% 

96.7% 

79.7% 

21.6% 

Fluid Catalytic Cracking Unit 

63.1% 

96.7% 

79.7% 

21.6% 
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Appendix Table 4: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Enei^ Investments, 2006 
Brazil 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

37.7% 

63.2% 

60.9% 

25.7% 

Coal 

47.5% 

74.4% 

68.0% 

22.0% 

Nuclear 

N/A 

N/A 

N/A 

N/A 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

37.7% 

63.2% 

60.9% 

25.7% 

Distribution of industrial Steam & 
Electricity Generated for Self-Use 

63.1% 

87.9% 

76.7% 

17.1% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

20.6% 

38.6% 

43.0% 

33.5% 

Distribution Lines 

20.6% 

38.6% 

43,0% 

33.5% 

Smart Meters 

31.2% 

54.7% 

55.2% 

47.1% 

Poilution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

89.6% 

99.2% 

88,1% 

13.0% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

63.1% 

87.9% 

76.7% 

19.9% 

Fluid Catalytic Cracking Unit 

63.1% 

87.9% 

76.7% 

19,9% 
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Appendix Table 5: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
Canada 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

79.6% 

96.6% 

83.9% 

13.5% 

Coal 

79.6% 

96.6% 

83.9% 

13.5% 

Nuclear 

79.6% 

96.6% 

83.9% 

13.5% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

79,6% 

96.6% 

83.9% 

13,5% 

Distribution of Industrial Steam & 
Electricity Generated for Self-Use 

79.6% 

96.6% 

83.9% 

13.5% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

31.2% 

54.7% 

55.2% 

30,3% 

Distribution Lines 

31.2% 

54.7% 

55.2% 

30.3% 

Smart Meters 

63,1% 

87.9% 

76.7% 

33.7% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

79,6% 

96.6% 

83,9% 

18.1% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

79,6% 

96.6% 

83.9% 

15.8% 

Fluid Catalytic Cracking Unit 

79.6% 

96.6% 

83.9% 

15.8% 
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Appendix Table 6: Value of Depredation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
China 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

39.8% 

84.8% 

73.5% 

19.0% 

Coal 

39,8% 

84.8% 

73.5% 

19.0% 

Nuclear 

39,8% 

84.8% 

73.5% 

1 9.0% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

39.8% 

84.8% 

73.5% 

19.0% 

Distribution of industrial Steam & 
Electricity Generated for Self-Use 

39.8% 

84.8% 

73.5% 

19.0% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

39.8% 

84.8% 

73.5% 

19.0% 

Distribution Lines 

39,8% 

84.8% 

73.5% 

19.0% 

Smart Meters 

39.8% 

84.8% 

73,5% 

34.6% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

41,3% 

67,2% 

73.5% 

25.0% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

39.8% 

84.8% 

81.5% 

22.1% 

Fluid Catalytic Cracking Unit 

39.8% 

84.8% 

73.5% 

22.1% 
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Appendix Table 7: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
Germany 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

30.0% 

63.3% 

62.8% 

28.3% 

Coal 

30.0% 

63.3% 

62.8% 

28.3% 

Nuclear 

37.5% 

79.2% 

68.5% 

25.1% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

30.0% 

63.3% 

62.8% 

28.3% 

Distribution of Industrial Steam & 
Electricity Generated for Self-Use 

30.0% 

63.3% 

62.8% 

28.3% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

33.1% 

57.3% 

56.9% 

31.4% 

Distribution Lines 

33.1% 

57,3% 

56,9% 

31.4% 

Smart Meters 

63.1% 

87.9% 

76,7% 

35.8% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

79.6% 

96,6% 

83.9% 

19.5% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

72.3% 

93.4% 

80.9% 

19.8% 

Fluid Catalytic Cracking Unit 

79.6% 

96.6% 

83.9% 

17.1% 
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Appendix Table 8: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
India 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

55.6% 

80.3% 

73.0% 

16.6% 

Coat 

55.6% 

80.3% 

73.0% 

16.6% 

Nuclear 

55.6% 

80.3% 

73.0% 

16.6% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

55.6% 

80.3% 

73.0% 

16,6% 

Distribution of Industriai Steam & 
Electricity Generated for Self-Use 

55.6% 

80.3% 

73.0% 

16,6% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

55.6% 

80.3% 

73.0% 

16.6% 

Distribution Lines 

55.6% 

80.3% 

73.0% 

16.6% 

Smart Meters 

100.0% 

100.0% 

98,4% 

2.6% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

100.0% 

100.0% 

100.0% 

0.0% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

66.1% 

84.9% 

79.3% 

15.5% 

Fluid Catalytic Cracking Unit 

66.1% 

84.9% 

79.3% 

15.5% 
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Appendix Table 9: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
Indonesia 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

45.0% 

71.8% 

71.3% 

18.4% 

Coal 

45.0% 

71.8% 

71.3% 

19.0% 

Nuclear 

45.0% 

71.8% 

71.3% 

19.0% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

45.0% 

71.8% 

71.3% 

19.0% 

Distribution of Industrial Steam & 
Electricity Generated for Self-Use 

45.0% 

71.8% 

71,3% 

19.0% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

45.0% 

71.8% 

71.3% 

19.0% 

Distribution Lines 

45.0% 

71.8% 

71.3% 

19.0% 

Smart Meters 

45.0% 

71,8% 

71.3% 

34.6% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

45.0% 

71.8% 

71.3% 

25.0% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

45.0% 

71.8% 

71.3% 

22.1% 

Fluid Catalytic Cracking Unit 

45.0% 

71.8% 

71.3% 

22.1% 
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Appendix Table 10: Value of Depreciation Deductions and EtTective Tax Rates 
on Selected Enei^ Investments, 2006 
Japan 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

49.7% 

76.6% 

69,6% 

25.5% 

Coal 

49.7% 

76.6% 

69,6% 

25,5% 

Nuclear 

49.7% 

76.6% 

69.6% 

25,5% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

49.7% 

76.6% 

69.6% 

25.5% 

Distribution of Industrial Steam & 
Electricity Generated for Self-Use 

45.6% 

72,4% 

67.0% 

27.1% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

37.4% 

62.8% 

60.9% 

30.6% 

Distribution Lines 

37,4% 

62.8% 

60.9% 

30.6% 

Smart Meters 

49,7% 

76.6% 

69.6% 

43.6% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

76.9% 

95.0% 

95.0% 

21.3% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

72.3% 

93.4% 

93,4% 

20.4% 

Fluid Catalytic Cracking Unit 

72,3% 

93.4% 

93.4% 

20.4% 
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Appendix Table 11: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
Rep of Korea 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

57.7% 

83.8% 

74.1% 

5.2% 

Coat 

57.7% 

83.8% 

74.1% 

5.2% 

Nuclear 

57.7% 

83.8% 

74.1% 

5.2% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

57.7% 

83.8% 

74.1% 

5.2% 

Distribution of Industrial Steam & 
Electricity Generated for Self-Use 

57.7% 

83.8% 

74.1% 

5.2% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

57.7% 

83.8% 

74.1% 

5.2% 

Distribution Lines 

57.7% 

83,8% 

74.1% 

5.2% 

Smart Meters 

57.7% 

83.8% 

74,1% 

11.0% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

89.0% 

100.0% 

87.9% 

-9.7% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

89,0% 

100.0% 

87.9% 

B 

Fluid Catalytic Cracking Unit 

69.0% 

100.0% 

87.9% 

-9.7% 
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Appendix Table 12: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Enei^ Investments, 2006 
Malaysia 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Yeare 

Electric 

Generation 

Gas 

100.0% 

100.0% 

93.5% 

4.8% 

Coal 

100.0% 

100.0% 

93.5% 

4.8% 

Nuclear 

100.0% 

100.0% 

93.5% 

4.8% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

100.0% 

100.0% 

93.5% 

4.8% 

Distribution of Industrial Steam & 
Electricity Generated for Seif-Use 

100.0% 

100.0% 

93.5% 

4.8% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

90.0% 

100.0% 

94.7% 

3.9% 

Distribution Lines 

90.0% 

100.0% 

94.7% 

3.9% 

Smart Meters 

90.0% 

100,0% 

94.7% 

8.3% 

Pollution Control 
Equipment 

Discnarge Modification (e.g. tnermal 
discharge control) 

100.0% 

100,0% 

98,3% 

1.8% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

90.0% 

100.0% 

94,7% 

7,1% 

Fluid Catalytic Cracking Unit 

90.0% 

100.0% 

94.7% 

7.1% 
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Appendix Table 13: Value of Depreciation Deductions and Elective Tax Rates 
on Selected Enei^ Investments, 2006 
Mexico 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

46.2% 

103.7% 

79.2% 

12.7% 

Coal 

48.2% 

103.7% 

79,2% 

12.7% 

Nuclear 

46.2% 

103,7% 

79.2% 

12.7% 

Combined Heat & Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

46.2% 

103.7% 

79.2% 

12.7% 

Distribution of Industrial Steam & 
Electricity Generated for Self-Use 

46.2% 

103.7% 

79.2% 

12.7% 

Electric 

T ransmission & 
Distribution Lines 

Transmission Lines 

23.1% 

51.8% 

64.1% 

20.1% 

Distribution Lines 

23,1% 

51.8% 

64.1% 

20.1% 

Smart Meters 

23.1% 

51.8% 

84.1% 

36.1% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

101.2% 

101.2% 

97,3% 

2,6% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

32,3% 

72.5% 

72.2% 

19.0% 

Fluid Catalytic Cracking Unit 

32.3% 

72.5% 

72.2% 

19.0% 
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Appendix Table 14: Value of Depreciation Deductions and Effective Tax Rates 
on Selected Energy Investments, 2006 
Taiwan 




Percent of Cost Recovered 

Net Present 
Value of 
Depreciation 
Deductions 

Effective Tax 
Rate 



Five Years 

Ten Years 

Electric 

Generation 

Gas 

49.7% 

76.6% 

69,3% 

14.9% 

Coal 

49.7% 

76.6% 

69.3% 

14.9% 

Nuclear 

49.7% 

76.6% 

69.3% 

14.9% 

Combined Heat 8. Power Generation 
Facilities Using Conventional Fuel 
(assumes power for sale) 

49.7% 

76.6% 

69.3% 

14.9% 

Distribution of industrial Steam & 
Electricity Generated for Self-Use 

49.7% 

76.6% 

69.3% 

14.9% 

Electric 

Transmission & 
Distribution Lines 

Transmission Lines 

49.7% 

76.6% 

69.3% 

14.9% 

Distribution Lines 

49.7% 

76.6% 

69,3% 

14.9% 

Smart Meters 

49.7% 

76,6% 

69.3% 

23.3% 

Pollution Control 
Equipment 

Discharge Modification (e.g. thermal 
discharge control) 

96.6% 

100.0% 

91.5% 

-18.8% 

Petroleum 

Refining 

Crude Unit (Distillation Unit) 

78.5% 

96.2% 

83.5% 

10.2% 

Fluid Catalytic Cracking Unit 

78.5% 

96.2% 

83.5% 

10.2% 
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November 5, 2007 


The Honorable Bm'bara Boxer, Chairwoman 
Senate Committee on Environment and Pubiie Works 
456 Dirksen Senate OHice Building 
Washington, D;C, 205T0 


Dear Chairwoman Bojcer: 


l am witing to express the AFL-C70\'i views on the i^ierica’s Climate Security Aet (S, 2191). We 
recognize that the original drafi of S. 219) responded to a number oftheAFX'-CIO’s recommendations. 
However, the Subcommiitee has adopted two amendments that add to our reservations about the impact of 
this legislation on indiuitry, workers, and tlwir communities. This letta- identifies our specific concerns with 
the bill and ofters solutions that we believe will improve it; 

TJie AFL-CIO is on record in support of the bipartistm Bingaman-Spectef cliraale bill, S. 1 766. We 
have also openly and honestly participated in stakeholder meetings with the stafi'of Senators Liehcrman and 
Warner regarding the development of America’ s Climate Security Act. Our July 24, 2007 testimony before 
the Environment and Public Works Committee, “A 21 ” Century Energy Eolicy for Environmental and 
Economic Pi'Ogress,” identified our recommendations regarding the Subcommiltee’sdcvclopraent of new 
legislation W>. ako provided every member of the Committee with a detailed written response to the 
liebennan-Waimer outline. 

The AFL-CIO takes to lieart the statement in. S. 21 91 dial this legislation should achieve its purpose 
“while pres^rvifig njbust growth in the United States economy and avoiding the imposition of hardship on 
United Slates citizens.” The bill's inclusion of international language wdll help preserve this growth while 
taking an important step forwwd to engaging the developing world in socking a .solution to global warming. 
HoNvever, modest modifications to tlie inienvationtd iimeline and implementation process would strengthen, 
litis section. 

We appj-ecifite the fact that the original draft of S. 2191 incorporated many of our investment 
recommendations. The inclusion of bonus allow'ances will promote early reohnoiogy'^ deployment, and the 
early auction of allowances will enable the jump-stari of the R&D agenda. Most important, th.c original draft 
of S. 2'!91 made critical long term commitments to technology development and deployment with an 
investment portfolio that includes 7^0 or low carbon energy technologies (renewables and appliances), 
cellulostic biomass fueLs, an advance^! coal and sequestration program, and the ad:\'anced Techiu>)6gy vehicles 
manufacturing incentive jmogram. 

Unfortunately, the iaitcr two pieces of the investment portfolio were severely undemiincd by auto- 
rclated and coaLrciated aiTicTidme«T.s adopted by the Subcommittee. On November 1 the Subconunittee 
adopted an amendment by Sen. Sanders Umiting the advanced techrtoloev vehicles manutocturine incentive 
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program to vehicles that get 35 miles per gallon or more, and an amendment by Sen. Ba'asso limiting the 
types of coal (hat can be used in projects. These amendments are. eoimterproduclive and actually undermine 
the technological trmi.sitioii this legislation is attempting to achieve. 

Furthermore, we feel (hat tlie legislation falls short, in a number of other areas, of providing an 
assured basis that economic development and enviranmental ptogres.? can go hand-in-hand: 

• An overly aggressive Phase 1 emission rediKtion target, now increased from a iO percent to a 
15 jwreent reduction, of greenhouse gas emi-ssiom! below 2005 levels by 2020, before the 
anticipated commercial availabiliiy of carbon capture and storage technoiogies; 


• An imet|uivocal commitment to achieving a 70 percent nati ona! emission reduction below 
2005 levels by 2050, regardless of the degree of subsequent participation af major developing 
nations like China md India in a global climate proteetion ftamework; 


• The failure to identify “domestic economic developinem” as a findinp of Congi'ess, a purj)o.se 
of the legislation, and the failure to require that funding from this legislatkra be dedicated to 
domestic investments for new technology and the creation of jobs - from production to 
constntctioB and exports, 

• The absence of an effective safety valve price for carbon dioxide aliowances, which will have 
an adverse impact upon investment decisions and consumer and industry pricing, 

• The need for a restricted and regulated market system that does not fall prey to predatory 
trading practices, hoarding of allowances, and die creation of carbon billionaires, which an 
open market and unlimited banking of allowances can lead to. 

• The exterst of the use of international allowances combined with offsets, and the possibility of 
doubie dipping with offsets by providing allowances for activities that would have been done 
anyway. 

• Inappropriate allocations of emissions allowances, such a.s the 10 percent allocation to “wires 
companies” to encourage energy efficiency—a goal tiiat may be better accomplished through 
direct 'legislation on energy efliciency standards, now incorporated in other provisions of the 
bill. 

Wc took forward to working with Congress to achieve an energy policy (or the twenty-first century 
that: WI.I1 resuh in a cieanei- planet, greater energy efaciency, and the revitalization of our mfinufacturing liase. 



- « • V g-' " ^ 

William Samuel Director 
DEPARTMENT OF LEGISLATION 


c: Members ofthe Senate Coromittee on Environment and Public Works 
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Appejidi*: AFL-CiO RccammendatfinKS for America's Climate Security Act 


Advttnced Tceiiiiology Velricles Manufacturing Incentive Program 

As prewtftisly indiGated, the AFL-CIO stronglysupports the thrust of the Advanced Technology Vehicles 
Manufacturing Incentive Program created undei S. 2191. This, program can help to accelerate the 
mtroduction of advanced technology vehicles, and thus to help our country make mtu or strides in reducing 
greenhouse gas emissions and our dependence on. foreign oii. At the same times it can ensaj® that the 
vehicles of the future are built in this coimtry, thereby creating tens of thousinds of Jobs for American 
workers. 

However, we believe the language in these provisions needs to be improved in several respects. Firat, (he 
language in Section 4405(h)(r) slioutd be niodified to clarify that awards under the program can only be 
made to matmfactursrs and camponents suppliers for re-equipping or expanding a manufacturing facility "in 
tire United States " to produce qualifying advanced technology vehicles and component.s, Obviously, we 
should not be providing funds to suhsidize mvesnnent in manufacturing facilities in other countries. 


Second, duiing the Subcommittee markup, an amendment by Sen. Sanders was adopted by voice vote that 
requires ail quajifoing advanced technology vehicles to meet a 35 miles per gallon standard to be eligible for 
assistance under this program. Uidortunately, thi.s amendment totally eviscerates the program. In Order to 
make meaningful progress in reducing our dependence on foreign oil and greenhouse ga.s emissions, the auto 
industry needs to tmpfove fuel economy across the entire spectrum of vehicles, it needs to put hybrid and 
advanced diesel technology into pickups, .sports utility vehicles (SUVs), minivans, and larger passen.ger cars, 
as wei! as smaller vehicle.s' like the Priu.s. Indeed, some of the greatest gains in reduced oii ertnsumption and 
gteenhou.se gas emissions can come from improving the fuel economy of these bigger v ehicles. However, 
because many of tiiese vehicles would still be below the 35 miles per gallon level, even with the hybrid or 
diesel advanced technology, l.he .Sander.s amendment would effectively exclude them from being able to get 
any as-ststance under the manufaotomg program. As a result, this would greatly reduce the effectiveness of 
the program te. aehicvitig the environmental goals, as well as its ability to generate jobs for Araerican 
workers. 

it is also important tn note that the SandeM amendment directly conflicts with the CAFfe.provisions that were 
approved earlier this year by the Senate in the energy lcgi.slation, and that were supported by enviTOiimestta! 
groups. Those CAFE provisions specilied that the fleet of vehicles for the entire industry must meet a .35 
miles per gallon standard, not that each and every vehicle mast meet this standard. Indeed, under the 
refoniied, attribute-based CAFE system approved b.v the Senate, it was expressly recognized that different 
.sizes and types of vehicles would have to achieve different fuel economy levels, depending on their 
paHiettlar attributes. Unfortunately, the Sanders amendment depim.s from this approach, and instead imposes 
a rigid, one-.sizc-fits-a.n mandate on all vehicles. 

Finally, Section 4405(cXl} specifies tlrat the manufacturing incentive program only applies to facilities and 
equipment placed in .service before January 1, 2016. In our judginciit, this time period is fa too restrictive, 
especially since the CAFE provisions previously approved by the Senftie have a far longer time period, 
stretching to 2020 and beyond. 


3 
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Subeommitree Amendmenf: Goal Preference 

We are concerned about the amenditient approved bj'’the Stibeommittee concerning preferences for "low 
rank" coals with a heat content less than ’10,000 BTlT/pound. There should be no distmotion among coal 
n'pes in allowance allocatiohs to electric generating -units, or the distribution of auction revenues as 
incentives to promote clean coal technologies, Itiis sets, up a regional prcferaice for coal. 

This Was a major flaw in tjie EPA's Clean Air Mercury Rule, which awarded extra allowances to low^rank 
western lignite and sub-bituminous coals, despite a growing body ofcvndencc that coiitroflmg mercury frora 
these coals costs substantially less than from eastern bitommous Goals, While tlierc arc minor differences in 
the C02 emissions of coals of different rank, C02 etnissions can be captured by a vajidy of emerging 
control technologies potentially applicable to all coal types at both new and existing units. 

We believe that all coals should compete for incentives on a level playing field wilboiu regional preferences 
or exeinptiom. l^he bill should remain as originally drafted. 


Timelines and Standartls 


Our most serious concern is the magnitude and timing of 2020 reductions (15 percent below 2005) compared 
to Blngaman-Specter (2006 levels). Reductions on the coal fired power getieraiion will come ftorn 
investments in increased etfici’enGy in existing facilities, new IGCC (combined cycle technology tlist is only 
in the early developmental phase with, a demonstration plant scheduled to be built in Ohio), and tire 
developraent of carbon sequesuaiion technology. Full development of these latter technologies will take a 
decade, and deployment to scale will take decades more. 

There is insufficient time to develop and demonstrate CCS technology at commercial scale. 2020 is 
efFcct.i vely 5 year.s from now' in temrs of corporate planning for invesunents. Meeting 2006 levels by 2020 is 
a major reduction given 1, percent population growth and 2-3 percent GDP growth. The bill suggests that tlw 
annual revicwswili allow adjustments of the targets, but experience with the Clean Air Act docs not support 
tins view. 


Economic Do'clopmcot and Domesde* Investment 

This legislation does have a dual purpose; envaronmemal protection and economic development, 'fhe 
iegiSlatiOii neette to make explicit the implicit economic development goals embodied in the bill’s investment 
strategy an.d its stated ptrrpose of ‘‘presendng robust growth.” Wc believe that this is in the national inCerest;, 
and it is the Intent of Congress to assure that investment dollars generated by this legislation recirculate in 
oui' domestic economy, 'fbe legislation needs to say so. 

To fulfill its dual puqxjse, this legislation. needs to promote domesUe investment as an economic 
developnieht strategy that i*uns from R&D to production and constniction. The findings, pmpose, and 
Climate Change Credit Corporation sections need h> be explicit about tills mtem. For example: 


Finding: "ITie Congress finds prompt and decisive domestic cUmate change investments are an 
unprecedented ecoiiomic development opportunity for the nation. 
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• Pmpose; “to accomplish that purpose. by.makii ^5 ciimate ctiasge investmesTs in domestic technology 
development, production, and constructioa.” 

• Climate Change Credit Corporation; “the fimncia! resources of the oorporation shall be dedicated to 
domestic investments so a.s to assure that the nation derives the maximum economic development 
return from those iiwestments; 

o Ciimate Change Credit. Cmporation domestic investment ptograra will be designed to captwe 
mtelleotual property, encourage industry development, and to retain and create new jobs in 
production, constmetion and conservation of energy, 

o Existing facH!tie.s and populated areas shall be considered a. strategic priority for 
manufactuiing-relaled investments, 

o Energy incentives and investments by the federal government must not encourage off-shoring 
of manufacturing or the sate of assets, 

o fhe Climate Change Credit Corporation will report to Cmngrcss on an. annual basis about the 
domestic economic and environmental impact of its investmeutB." 

Safe^ Valves and Marltet Intervention 

The AFL-CIO supported the cost control mechanism (fire Technology Accelerator Payment) in the 
Biirgaman-Specter bill because it provides pricing certaintj’ for iongderai investmem decisions, assures a 
modest effect on, fuel and electricity prices, and avoids short-term price- spikes drat can lead to tuel- 
switehing- In this case, the legislation also sets a beginning price of $12 per ton that rises .5 percent a year 
above inflation. We are open to disetissing aUeniative levels of a safety valve price. 

The proposed Carbon M.ai:ket Efficiency Board (CMEB) also attempts to act ns a cost cortiroJ mqdjani.Bin, 
but its open market system undocmines tliis approach and its intervention tool is at best slow and of 
questionable value. The CMEB is empowered to act in cases where there are prolonged price hikes in 
ailowances (1 80 or more days) tliat threaten economic damage to the nation. The CMEB will also have to 
determine what that “sweet spot' (price) is. With limited allowances that lirms need to use annually, in 1 80 
days the damage will already have been done, 'The is.$iiance of “future" allowance.? to drop prices seems to 
be of dubious value and of real concern given how this market is structured. 

Aflowance borrowing from the fitture isnot likely to work due to uncertainty about future allowance prices. 
With a $10 eutient price, utilities would not borrow 10 years ahead unless there were certainty that prices 
would not be above $25 at tltat time (using a typical utility weighted average cost of capitet of 9.5 per cent). 

Cap and Trade and the Open Market 


We remain deeply' troubled with, a simple market-only approach. Today the so-called market has left the 
nation in a housing cri.sis and lbs world capital roickets in turmoil. The nation is still dealing with the fallout 
of Enron and (lie deregulatian of the utility industry, which will make any carbon erni.ssioit legi.slation even 
more diBieuli to 3din,intstsr. We support a limited market approach, wifli regulatory mecbaiiisms that act as 
a safety val ve to prevent arty serious long-term damage to tlie economy. If the paint of a cap. and trade 
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system is to move films and utilities to change domestic behavior, then we need to be sure this market 
meeiianism does that. 

The open and “unlim.ited trading" of ailowairces means that anyone, not just firms that need to use them, can 
buy allowances from a limited and deoliningpool. In additicfn, purcliasers arc allowed to bank these 
allowances iit perpetuity. This is not the stock market or a commodities market, nbr should It be treated as 
such, '.rhe open access to aliowaiices, and the banking ctf allowance.s, lend themselves to the kind of 
predatory and speculative behavior that leads to hoarding and to the creation of carbon billionaires. This 
would have a detrimental pricing impact, on the public and the utilities and energy-intensive industries. 

Imagine a scenario in which a major naii'on with over a trillion dollas in acctimulated trade surpluses decides 
to create a carbon allowance shortage on the U.S. market to make our domestic firms less competitive and 
push them out of business. Or imagine a major hedge fund frying to coroer die carbon market and to e-stract 
royalties from domestic industry . With limited allowances, one would only have to capture a limited portion 
to have control, Tliat is not the intent of ttiis legislafion. Ibis needs to be regulated; 


• Tlte trading of allowances should be regulated and should be done irt such a way that it assure.^ that 
aflotvancss that me sold are used. In other words, market participants should be limited to firm.s that 
intend to use the allowances. With a declining poo! of allowances, available prices will rise but not 
be artificially inflated by .speculators. 


• The banking of allowance for an unlimited time raises the same conceires about hoarding and 
predatory behavior that leads to price .spikes and artifioially elevated price,?. If the point is to ase a 
diminishing allowance system to effect real behavior change and to have a functioning market that 
fairly sets price,?, then atiowanecs need to have a a deadline by tvhlch they must be used or expire. 

Offsets and iBtematioiiat AUowanecs 

Wc axe concerned about the legitimate use of offsets and international nllowanoes: the ability to monitor their 
legithnacy, especially in the inteniational market; and ways in which they coald undermine domestic 
fevestaient in indusfTy, This proposal allows for up to 30 percent of the annual allowances that a covered 
entity must submit to be comprised of offsets (1 5 percent) and internationally purchased allowances (! 5 
percem). 


If the goal af this legislation is to change the behavior of domestic power producers and industry and to 
encourage the domestic iiiveslmen! needed to introduce new technology, 1iii.5 could prove to he a roadblock. 
One option is to limit their use in combination, or simply to lower tlie amount. 

The expanded fraestry/agriculture allowances under S, 2191 raise a broader question over potential double 
dipping with later offset, provision.? in (he. bill. For example, Oregon and other states alre.ady provide tax 
incentive.? for nee planting. In addition, tire wood products industry is under legal and business obligations 
to planl trees year round. Will the offset provisions doubly reward alreadyrexisting behavior that has been 
backed by tax incentives or existing business imperatives? If a utility company helps underwrite a timber 
firm’s required replanting of a logged area, could they then claim offset credits? 


This simple example shows how existing tax mcentives and business requirements could be used to create 
offsets (hat cfo not provide real value addeil to the environment'. Offsets should be the result of orea&ig 
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somelhing new or in addition to what normally would lave been doe as a coui'se of business. The ability to 
double dip should be prohibited. 

luternatlonaJ linkages 

'TTie APL-CK) welcomes the inclusion of the Binpjaman-Specicr pmvi.'^ions on internaTiona! trade withirs 
.ACSA, providing a means to impose emission of&et i^uifemcnts on imported goods from major 
iniemational trading partners Ihai have not taken comp^ble action to protect the global cliniate. Howe\'er, 
the language needs refinement. Implementation can and should Poke place for sooner tkui 2020. 

The bill should require the President to open negotiatiems immediately upon passage. Once the 

are in place and die c-ap and trade is in operatiofl for two to three years, the imemational action can be 

implemented, ^rhis last step should be an administmtive ai^on* not something subject to presidential waiver. 

In addition, the Urn etable and goals: should be tied to the imemational language In S. 2191. It is now even 
more apparent than it W'as when the Kyoto Accord was negotiated that taking unilateral steps is not enougli 
to engage the develojilng world. The Committee should include the five-year review pj-ovision included m 
Section 501 of S. 1766, wdth its requirement Ibr presidential reviews and recommendations related to 
progress in international negotiations seeking commliments from major trading partners: 

Presideniial Rec&mmendatims to Congress. Subsection (b) provides tliat> durbg a period between April 
15, 2017 and May 3 1, 2017, and every 5 years thereafter, the President shall submit to the House of 
Representatives and the Senate a report describing any recommendation of the Ifresident with rcispect to 
changes in the Act. Tiie President sitall make recommendations with respect to — 

Whether the ILS. should change the allowance amoimts for future allocation periods as neces.sary to 
ensitre tltat the United States is undertaking its equitable share of the responsibiliiy for reducing 
greenitouse gas emissiorts, and in any case will reasonably lead ilie United States to reduce its tinnual 
emissions to lev^els at least 60 percent below' current emission levels by 2050. 
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James E. Ford 

Vke President 

Government Affair* 

5220LStre«l,NW 
Washington, DC W005-4070 
USA 

Telephone {203)682-8210 

Fax {202)682-8416 

Email fordjea^.org 

www.apl.org 


November 1, 2007 


The Honorable Joseph Lieberman, Chairman 
The Honorable John Warner, Ranking Member 
Senate Subcommittee on Private Sector and Consumer 
Solutions to Global Warming and Wildlife Protection 
456 Dirksen Office Building 
Washington, DC 20510 

Dear Senator, 

On behalf of API and its member companies. I write to you regarding "America’s Climate Security Act” (ACSA, 
S.2191). in our view, this bill is deeply flawed and several key aspects require a substantia! amount of revision or 
we will not be able to support this legislation. API represents nearly 400 member companies engaged in ail 
aspects of the oil and natural gas industry, including exploration, production, refining, distribution, marketing, 
research and development. 

API believes that global climate change is a very serious matter and we all have a role to play In addressing 
emissions. We urge you to insist that any climate change policy be environmentally effective; promote a positive 
investment environment that allows for rapid development and deployment of energy-efficient and emission- 
reduction technology; provide access to all domestic energy sources, including natural gas which will face 
increased demand; be transparent and understandable to consumers and ail stakeholders; avoid severe damage 
to the U.S. economy; and keep U.S. energy production competitive in the global marketplace. 

API supports the following principles as elements of a sound approach to the long-term challenge of potential 
climate change: 

• Promoting advanced, energy efficient technologies and sequestration options as part of a long-term, cost- 
effective strategy, without government selection of “winners and losers”; 

• Encouraging the rapid development and adoption of energy-efficiency technologies and enabling 
accelerated capital stock turnover by addressing legal, fiscal and regulatory impediments to such 
technologies; 

• Identifying and expanding cost-effective, near-term voluntary actions to mitigate GHG emissions; 

• Providing assurance that companies will not be disadvantaged later for their current voluntary actions; 

• Supporting economic growth and avoiding damage to the economy posed by in-effective policies 
involving unrealistic near-term emission targets and timetables; 

• Exporting advanced, energy-efficient technologies to the developing world through financing incentives 
and reduced export barriers, white protecting property rights, 

• Promoting global participation, including by developing countries, to address this challenge cost- 
effectively: 

• Carefully weighing the potential consequences of any policy that would make energy producers 
responsible for emissions outside their control (i.e., consumer emissions); 

• Equitably treating the emissions from all sources of greenhouse gases economy-wide, and ensuring that 
the burden of legislation does not fall disproportionately on any particular industry, source or group of 
sources of greenhouse gases; and 


An equal opportunity empicyer 
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* Continuing to advance scientific understanding of giobai climate change in order to calibrate and adapt 
future policies appropriately and effectively. 

Oil and natural gas companies are addressing climate change in diverse ways, taking action to reduce 
greenhouse gas emissions now, and investing in technologies that will reduce them even more in the future. For 
example, we are five years into our 10-year goal under the Ciimate Vision Program to improve refinery energy 
efficiency. In the last year alone, the energy savings from this were equivalent to taking 525,000 cars off the road. 

The Department of Energy {ElA) has reported that even with Increased renewable sources, our growing economy 
will need an estimated 28% more oil and 19% more natural gas in year 2030 than in 2005. Any climate change 
policy must begin with Improving our domestic sources of energy, including natural gas, which has the lowest 
emissions per btu of any fossil fuel. 

However, many of the provisions in "America's Ciimate Security Acf would have a detrimental effect on the 
American economy, reliable and affordable domestic energy, and the growth of low- and zero-emission 
technologies. 

We are alarmed that the legislation in its current form could result in disproportionate Impacts on the 
transportation sector that may have serious and potentially distorting economic effects. These include more 
volatility in future energy costs for investments and consumers, potential conflicts with emerging fuels 
requirements, non-harmonization with state and regional programs, decreased supply of clean-burning natural 
gas and competitiveness issues that will further hamper our domestic energy industry. This legislation could have 
very burdensome impacts on energy consumers and suppliers. We also want to emphasize the need for other 
economies, including developing nations, to share the burden in reducing greenhouse gas emissions. 

Under a cap-and-frade system similar to this bill, industry analysis shows a likely decrease in U.S. energy 
production, including natural gas. as well as a decrease in U.S. refining capacity, thus resulting In increased fuel 
imports. 

Senate consideration of the ACSA bill should be robust and deliberative in order to allow time for policymakers to 
be informed and to provide an opportunity to correct any unintended consequences of this particular piece of 
legislation. This complex cap-and-trade system covers a broad scope of activities and creates between $70 billion 
and $200 billion worth of required permits in its first year of operation and selectively allocates them to targeted 
industries. Economic impacts, including impacts on consumers, need to be fully understood with legislation of this 
magnitude. The proposed legislation should not be rushed; instead, it should be given the benefit of the full scope 
of regular legislative process so that a thorough, transparent and informed debate can occur. 

Thank you for your consideration of our views and please do not hesitate to contact API if we can provide 
additional Information, 

Sincerely. 

c"' 

) 

/ 
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Detailed comments regarding “America’s Climate Security Act” 

Transportation Allocation 

API strongly believes that emissions from all sources should be treated equitably so that the 
burden of legislation does not fall disproportionately on any particular sector, such as 
transportation. A ton of CO 2 emissions that accumulate in the atmosphere would have the 
same effects regardless of their source; accordingly emissions from one source should not be 
treated differently than emissions from another. Under the ACSA bill, fuel producers (refineries) 
would be responsible for both their own operating emissions and the broader transportation or 
“tailpipe" emissions. Using referenced EPA reports, oil and natural gas operators would be 
allocated permits oniy for operating emissions, but no permits for tailpipe emissions, resulting 
overall in only 10% of the permits needed. This is a disproportionate and immediate burden 
when compared to some economic sectors which receive 77% of the permits needed. Climate 
policies need to be equitable in imposing costs and burdens on society. 

Fuels Policy 

The proposed bill ignores emerging policies on fuels. This bill would compound the difficulty of 
meeting mandatory policies undenway on transportation emissions (specifically EPA drafting 
mandatory Low Carbon Fuel Standards) and the tightening environmental requirements for U.S. 
transportation fuels. 

Fuel Imports 

The ACSA bill will likely result in U.S. fuel production shifting to foreign refineries, resulting in 
increased fuel imports in order to meet energy demand from economic growth. Although 
analysis on ACSA is not completed, under the less stringent Lieberman-McCain climate bill, 

U.S, refinery throughput could be reduced by as much as 2 million barrels per day by year 2020 
with a corresponding increase in refined product imports. 

Natural Gas Supply 

This legislation would likely decrease natural gas production due to both extending the coverage 
to suppliers and a resulting increase in abandoned marginal natural gas wells due to costs from 
methane emissions. In contrast, any climate change policy should begin by utilizing domestic 
sources of clean-burning natural gas, which has the lowest emissions per btu of any fossil fuel. 
Although ACSA analysis is not completed, under the less stringent Lieberman-McCain climate 
bill, U.S. natural gas production could drop by up to 1 1 % by year 2030. 

Federal Pre-emption 

This proposal for U.S. climate policy iacks federal preemption of regional and state greenhouse 
gas reduction programs. Nationwide consistency is needed among programs to reduce 
regulatory uncertainty and increase the efficiency and effectiveness of federal climate change 
policy. 

Carbon Market Efficiency Board 

Meeting demand for reliable and affordable fuel requires billion dollar investments in facilities 
that provide energy for decades. The ACSA bill’s “Carbon Market Efficiency Board” is intended 
to contain costs, but may create unstable conditions for energy infrastructure investments and 
consumer protections. The board does not provide any assurances against economic volatility. 

Emission permits 

Emission permits are not restricted to operators and governments, so third parties - including 
hedge funds, activists or foreign competitors or anyone - may buy auctioned permits. This adds 
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volatility and effectively decreases the available emission credits in an already constrained 
market. 

Carbon Capture and Storage (CCS^ 

API supports the promotion of CCS and our industry is ready to contribute decades of 
experience in this area from oil recovery projects, t^ile API supports the inclusion of CCS, we 
note that the program only provides incentives if the CO; comes from electric power generation. 
Climate policies should encourage emission reductions from all sectors, including refineries and 
production facilities. 
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October 31, 2007 


The Honorable Joe Liebennan, Chairman 
SubcoinimRee on Private Sector and Conaiuner 
Solutiona to Global Wanning and Wildlife 
Protection 

410 Dirlcsen Senate Office Bldg. 

Washington, DC 20510 


The Honorable John Warner, Ranking Member 
Subcommittee on Private Sector and Consumer 
Solutions to Global Wanning and Wildlife 
Protection 

456 Diiksen Senate Office Bldg. 

Washington, DC 20510 


Dear Chairman lieberman and Rankiiig Member Warner: 

On behalf of the 235,000 members of the National Association of Home Builders (NAHB), I 
write to express serious concerns with Section 5201 of S. 2191 ’‘Americans Climate Security Act of 2007 
that will be marked up by the Subcommittee on Thursday, November 1. As home builders, we believe ' 
the provisions in this section will not achieve the gains that Congress hopes to realize by imposing 
aggressive increases to State building codes coupled with federal intervention into the code development 
process. 


Section 5201 focuses primarily on new construction, which is alrea4y substantially more energy 
efficient than existing homes. Data from the Energy Information Administration (EIA) shows that homes 
built between 1991 and 2001 consumed only 2.5% of the total energy in the residential Rector compared 
to older homes (pte-1991) which accounted for 17.1%’. The dramatic energy savings are principally a 
result of building code improvements that have resulted in significant efficiency gains in new homes. 

If Congress hopes to achieve additional improvements in energy efficiency in the residential 
sector, it must address residential energy loss in existing homes rather than seek substantial increases 
fi'om new conatrucdon, which may never materialize. Most importantly, these building code 
improvements have occurred within the existing fiamework of a voluntary consertsus process that ensures 
that both the regulators and the regulated community have input. Further, these disparate parties must 
agree to implement agreed-upon benchmarks to improve health, safety, welfere, and of course, energy 
efficiency. 

The power to enforce building and energy codes rests solely with the States, as provided for in the 
U.S. Constitution. This is important for many reasons, but in simplest terms, States are better equipped to 
address spedfic geographic needs and enforce codes that are uniquely appropriate for their jurisdiction. 
Energy efficiency means something different in Cormecticut than it does in Florida. Homebuyers, 
builders, and the general public rely upon Slate and local governments to make detenninadons about 


‘ U.S. Department of Energy, Energy Information AdniNstration. Annual Energy Review. 2001 Residential Energy 
Consumption Survey. 
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appropriate code requiiemente in their specific areas. Congress should do everything in its power to 
preserve this oversight role for the States. 

Government regulations that mandate market outcomes ate the least effective tool for achieving 
eneigy efficiency. In practical terms, these rules simply increase construction costs (without reference to 
consumer demand), thereby reducing new home construction, and increasing the share of the nation's 
housing stock that is older and less energy-efficient. Furthermore, mandates and rules that demand 
compliance require substantial oversight. The Department of Energy (DOE), in order to comply with the 
provisions in this section, would have to ensure enough staff capacity to determine comidiance rates, 
review reports, draft code change proposals or modifications to codes, and equip and train staff to act as 
enforcement officials. In terms of staffing and enforcement alone, this would add tremendous 
governmetU cost in order to ensure that the goals Congress is selling are achieved. 

Congress could achieve greater efficiency in the residential sector providing incentives both to 
shift the market towards higher efficiency and to encourage consiuners in existing (older) homes to 
upgrade for efficiency. The resources that the govenunent would spend at DOE to enforce Section S201 
could have a much greater impact if they were directed at the largest component of residential energy 
loss: existing homes. Providing meaningiul tax incentives to homeowners that choose high-efftciency 
windows with low-emissive glass or that upgrade older HVAC systems with a minimum SEER 13 
compressor, for example, would have a much broader reach (120 milUon existing homes versus 
approximately only 1.2 million new homes built each year) and save more energy (17% energy loss in 
existing homes versus 2.5% energy consumed by newer homes). 

Congress should extend the Internal Revenue Code Section 4SL New Energy Efficient Home Tax 
Credit program permanently. The Energy Policy Act qf 200S established a tax incentive of $2,000 for a 
home achievittg 50% energy savings and it expires at the end of 2008. Because, the home building 
process is lengthy and requires substantial lead times, most builders are reluctant to pursue a tax credit 
with such a short and unpredictable duration. NAHB was disappointed that Congress did not extend this 
important incentive in either H.R. 6 or H.R. 3221 and recently signed a joint letter with a number of 
energy and ettvironmental advocates (e.g.. Alliance to Save Energy, National Resources Defense Couneil, 
to name a few) that are working collectively to urge Congress to extend the Section 45L credits for as 
long as possible. Additionally, Congress should extend and expand the Internal Revenue Code Section 
179D Energy Efficient Commercial Buildirtgs Deduction. The deduction provides a tax incentive to 
owners of commercial properties, including many rmiltifamily apartmeru buildings, to irutall energy 
efficient systerrrs. To increase the effectiveness of this provision. Congress should expand the definition 
of a qualifying building to include all multilarttily properties used for business purposes (i.e. low-rise 
rental apartment properties). 

It is likely that Congress will not realize the efficiency goals sot forth in Section 5201 due to a 
number of practical, technical, and administrative issues that are not sufficiently addressed in this section. 
Because our members have real expertise in residential energy efficiency and are leaders in energy- and 
resortrce-efircient home construction, NAHB urges you to reconsider the approach laid out in Section 
5201. Although some organizations have weighed in supporting these provisions, it is important to 
realize that ntatiy of these groups neither understand nor represent the irueiests of the building conununity 
at large, simpily because they do not build anything. Therefore, NAHB cautions against haphazardly 
establishing requirements that arc impractical, iruppropriatc, or that sideline States' rights as you attempt 
to address greenhouse gas emissiorts in the residential sector as part of S. 2191. 

NAHB's members are proud of the strides that have already been made in residential energy 
efficiency for new homes, mostly achieved through building code improvements at the State and local 
level, but agree that Congress has an opportunity to encourage even greater energy savings. Like you, the 
nation's home builders are also concenied about energy efficiency and have gone above and beyond in 
many proactive ways to integrate greater energy and resource efficiency in home construction. To this 
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end, NAHB uses a removal of Section 5201 and an extension of the Section 4SL New Energy Efficient 
Home Tax Credit. On behalf of our nation’s home builders, I thank you for considering our views. 

Sincerely, 



JKIS/eo 

cc; Senate Committee on Environment and Public Works 


1201 lS'‘Slrect. NW • Wsdilngton, tx: 20005-2000 
(202) 260.0470 • (000) 560-5242, cxI. 0470 • Fax: (202) 2664572 
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October 23, 2007 


By Hand Delivery 


Honorable Joseph 1. Lieberman, Chairman 
Subcommittee on Private Sector and 
Consumer Solutions to Global Warming 
And Wildlife Protection 
410 Dirksen Senate Office Building 
Washington, DC 20510 

Honorable John Warner, Ranking Minority Member 
Subcommittee on Private Sector and 
Consumer Solutions to Global Warming 
And Wildlife Protection 
456 Dirksen Senate Office Building 
Washington, DC 20510 


Re: UMWA’s Concerns with America's Climate Security Act 
Dear Senators Ueberman and Warner: 

As the Subcommittee prepares to address national climate change legislation. I am writing 
to express the initial concerns that the UMWA has with respect to America’s Climate Security Act 
(ACSA). In its current form, the UMWA is not able to support this legislation due to its probable 
extreme adverse effects on coal mining and utilization, consumer energy prices, and the need for a 
balanced and secure national portfolio of energy supplies. We hope that Subcommittee action will 
improve the bill in key respects to alleviate the concents ekpressed here and by others. 

We, along with other member unions of the AFUCIO, are on record in support of the 
bipartisan Bingaman-Specter climate bill, S. 1766. The UMWA already has communicated a 
variety of concerns about the initial outline of ACSA released last August We are disappointed 
that the legislation introduced last week does not adequately reflect the concerns we and our 
colleagues have raised. In sum, our concerns include: 

An overly aggressive Phase I emission reduction target, now increased from a 10% 
to a 1 5% reduction of gr^nhouse gas emissions below 2005 levels by 2020.before 
the anticipated commercial availability of carbon capture and storage technologies; 
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• Absence of an effective safety valve price for carbon dioxide allowances; 

• Inappropriate allocations of emissions allowances, such as the 10% allocation to 
“wires companies” to encour^e energy efficiency (better accomplished through 
direct legislation on energy efficiency standards, now incorporated in other 
provisions of the biU); 

• Unequivocal commitment to achieving a 70% national emisston reduction below 
2005 levels by 2050 reeturdless of the degree of participation of major developing 
nations like China and India in a global elimete protection framework. 

Overly aggres sive 2020 target 

The proposed 2020 target of 1 5% below 2005 emissions is unrealistic and would impose severe 
disruptions on domestic energy markets. ElA’s 2007 analysis of the 2007 McCain-Lieberman bill 
(S. 280) underscores the risks in setting such an aggressive reduction target just 13 years from now. 

We estimate ACSA’s 2020 target as 5.06 billion tons of C02 equivalent &om the energy 
sector, given EIA's 5,95 billion ton emission estimate for 2005. The controlled emissions achieved 
by 2020 in EIA’s S. 280 analysis amount to 6.12 billion tons, about 1 ,0 billion tons hieber than 
ACSA’s target reduction. EIA’s findings for the fuel market impacts of S.280 are thus very 
conservative as a yardstick for comparison. EIA concluded {at page 35): 

”70 reduce its C02 emissions, the power industry, including geiwrators in ihe industrial 
and commercial sectors, is expected to shift away fiom its historical reliance on coal 
generation. Coal gener^on in 2030 in the main S. 280 cases is below curtem levels, 
ranging ftom 7 percent below in the Fixed 30 Percent Offsets case to 70 percent lower in 
the No International case. Coal generation in foe S. 280 Core case is 26 percent below the 
reference case level in 2020 and 69 percent lower in 2030, a reduction of 2,295 billion 
kilowatthours. Relative to the 2005 level, coal generation in the S. 280 Core case is 48 
percent lower in 2030. In the reference case, coal accounts for 58 percent of total 
generation in 2030, but its share foils to between 1 1 percent and 35 percent in foe main S. 

280 eases.” 

EIA’s findings are indicative of foe potemlally severe impacts on cool mining production and 
employment if aggressive reduction tar^s are set too soon, before CCS and related technologies 
are commercially available to capture, transport and seoucster carbon ftom foe electric generation 
sector. In order to bring an advanced coal deration plant with foil CCS capability into 
commercial service by 2020, all ^plicable permitting should be substantially completed within foe 
next year or two. This is simply imprwticable given the substantial number of unresolved 
tnfonical, legal and regulatory uncertainties confronting major CCS projects. For example, U.S. 
EPA just leceiitly announced plans for developing regulations for CCS injection well p^ittlng to 
meet Safe Drinking Water Act requirements. These regulations may not bo finalieed for two years 
or more. 

While we welcome your inclusion of bonus allowances for CCS technologies in ACSA, along 
with othw provisions intended to acceterate foe commercial availability and regulatory framework 
needed to advance CCS, foe awessi veness of the 2020 target would force many utilities away 
from cod-based generation at rath new and existing plants. There is no conceivable set of 
emission reductions from other major source sectors, such as the transportation fleet, that could 
avoid severe market disruptions in the electric generation sector, including a mtuor shift to scarce 
natural gas or imported UNO that would force energy prices higher throughout foe economy. 


2 
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The intractable difficulties facing a truly global agreement on climate reinforce our view that 
the actions that Congress trices on climate elmge should be guided by the 2005 Sense of the 
Senate Resolution, and by Senate, Res. No. 98, the 1 997 By^Hagel resolution adopted 
unanimously prior to the negotiation of the Kyoto Protocol. 

Each of these Senate resolutions emphasizes that any legally binding constraints on greenhouse 
gas emissions should not adversely impact the U.S. econom:^. The 2005 Senate Resoluto 
recommended enactment of “market-based limits and incentives on emissions of greenhouse gases” 
that"wi!l not significantly harm ttie United States economy*’ and “will encourage comparable 
action by othernations ..." (151 Cong. Rec. S7033, June 22, 2005). 

Establishing an appropriate linkage of U.S. commitments to developing country actions is vital 
to the economic, trade and national energy security interests of the United States. The U.S. cannot 
reasonably assume that an aggressive unilateral commitment to greenhouse ^ reductions would 
elicit comparable resprnses from major Asian trading partners. A more gradual course of U.S. 
commilments, conditioned to the responses of our mejor trade competitors - similar to the 
approach in S. 1 766 - would help to preserve U.S. negotiating flexibility while international 
pressures mount for global actions to address climate change. 

r .Si^-R^.tnRS g CI 

The UMWA is concerned that the growing number of states enacting mandatory climate 
change legislation will produce a patchwork quilt of inconsistent state regulation, similar to the 
various slate acid rain laws enact^ prior to Title IV of the 1990 CAAA. 

For example, states in the Northeast are moving ahead otr emission allowance auction 
programs. Emitting sources should not be subject to duplicative state and foderal requirements, 
with emission auctions potentially requiring sources to purchase one federal and one state 
allowance to cover the same ton of emissions. National climate legislation diould contain limited 
preemption language to ensure a level playing field among states, eliminating conflicting state cap- 
and-tr^ and i^ated allowance auction programs. Such an approach would preserve state climate 
Initiatives In areas such as energy conservation and efficiency, renewable enetgy standards, 
agriculture, land use and transportation planning. 

We will appreciate your consideration of our views as the Subcommittee proceeds with its 
work on climate legislation. 



cc; Honorable Jeff Bingaman 
Honorable Arlen Specter 
Honorable Robert C. Byrd 
Honorable John D. Ro^efelter IV 
Honorable John D, Dingell 
Honorable Rick BouchOT 

Daniel J. Kane, International Secretary-Treasurer, UMWA 
Richard L, Trumka, Secretary-Treasurer, AFI/-C10 
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AMERICA’S CLIMATE SECURITY ACT OF 2007, 

S. 2191 


TUESDAY, NOVEMBER 13, 2007 

U.S. Senate, 

Committee on Environment and Public Works, 

Washington, DC. 

The full committee met, pursuant to notice, at 11 a.m. in room 
406, Dirksen Senate Office Building, Hon. Barbara Boxer (chair- 
man of the full committee) presiding. 

Present: Senators Boxer, Inhofe, Baucus, Lieberman, Carper, 
Cardin, Klobuchar, Whitehouse, Warner, Voinovich, Isakson, Alex- 
ander, Bond, Barrasso, and Craig. 

STATEMENT OF HON. BARBARA BOXER, U.S. SENATOR FROM 
THE STATE OF CALIFORNIA 

Senator Boxer. The hearing will come to order. 

We are holding this hearing to further consider the landmark 
global warming legislation of Senators Lieberman and Warner. 
They have been working on this comprehensive bill for several 
months. I cannot tell you how grateful I am for their continued 
leadership. 

I also want to say thank you to the other members of the Com- 
mittee and also to the staff on both sides. I think we showed last 
week when we had an open briefing that members were interested 
and staff was absolutely prepared to answer each and every ques- 
tion. 

We are going to continue this, and I know Senator Alexander has 
some concerns about the schedule, and I want it to be noted that 
we already have moved to add hearings, briefings and also every 
day, all that any staffer of any Senator on the Committee has to 
do, or any Senator has to do is call here and they will have a pri- 
vate meeting set up with the appropriate staff. So thank you to all 
for your continued engagement as we move toward a markup. 

The legislation before us provides a strong framework for global 
warming action. We are building upon this foundation and I am 
committed to making this the best bill that it can be. I remain 
dedicated to a deliberative and transparent process. We have had, 
as you know, over 20 hearings on global warming. This is our third 
hearing specifically on this bill. We have a fourth one on Thursday. 
We will continue to work on legislation in consultation with stake- 
holders, members and staff as we proceed. 

I want to thank your witnesses for coming today. I look forward 
to your testimony. I know this was short notice, I really appreciate 
that you are here. And I face this challenge, as I have said many 

( 165 ) 
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times, with hope, not fear. By facing this challenge now, we can 
maximize our chances of avoiding the most dangerous effects of cli- 
mate change, and we will position America to capitalize on the tre- 
mendous opportunities ahead. 

I believe we have a moral obligation to do everything we can, 
starting now, to fight global warming. When we do, we will rein- 
force our role, America’s role, as a beacon of hope to other nations 
who look to us on these important issues. 

With that, I would yield to Senator Warner. 

STATEMENT OF HON. JOHN WARNER, U.S. SENATOR FROM 
THE COMMONWEALTH OF VIRGINIA 

Senator Warner. Thank you. Madam Chair. 

I am still in a rapidly mending posture, but I am not able to 
bend or sit. But that doesn’t keep the old brain from cranking 
away, and I will proceed to my office now where I take a more re- 
laxed position to thereby take in every single bit of wisdom you will 
impart today. I thank this distinguished panel. 

Madam Chairman, I have watched you and the distinguished 
Ranking Member and others on this Committee consult with Sen- 
ator Lieberman and myself about procedural matters. I think we 
are doing everything we can to strike a balance in the sense of ur- 
gency to move on with this legislation against the need to allow 
members of the Committee to advocate their positions and to other- 
wise address it so that we can have a good understanding as we 
proceed toward markup. 

Now, we certainly are all aware in this room about the potential 
economic impacts of this legislation. So last week. Senator 
Lieberman and I wrote the Department of Energy Information Ad- 
ministration and the EPA, and I will just read one of the letters: 
“We are writing to request that the EIA estimate the economic im- 
pacts of S. 2191, America’s Climate Security Act,” and a similar re- 
quest being made to the Environmental Protection Agency. “We ask 
that these agencies begin this process by meeting with our staff as 
soon as possible to discuss the parameters, methods and duration 
of the analysis.” 

That I think will be a helpful step. Also, I want to thank several 
colleagues on my side of the aisle who, while they still have some 
very grave concerns about the legislation, are trying to offer cooper- 
ative suggestions by which we could perhaps in the markup session 
address with the thoroughness that they deserve, such issues as 
are of concern to them. I hope that the December markup session 
as now scheduled does have that much flexibility to add on time 
to allow colleagues on this side to have their issues addressed. I 
particularly want to thank my colleague from Tennessee. 

With that. Madam Chairman, I yield the floor and return to my 
office off-campus, so to speak. 

Senator Boxer. Senator Warner, thank you for your continued 
leadership. As you know, it was your strong words that led to this 
additional hearing and additional briefings, and yes, we are not 
going to rush a markup. We are going to start it and we are going 
to end it when everyone feels they have had a chance to offer their 
amendments and their comments. We will work with your staff and 
you on that so that you feel satisfied. 
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Senator Warner. Thank you very much. 

Senator Boxer. We are going to go in order of seniority, so we 
are going to go to Senator Baucus. 

STATEMENT OF HON. MAX BAUCUS, U.S. SENATOR FROM THE 
STATE OF MONTANA 

Senator Baucus. Thank you very much, Madam Chairman. 
Thank you for holding this very, very important hearing. You are 
showing great leadership, and this is a very important thing to do. 
I thank you for it. 

And obviously, I thank my colleagues. Senators Lieherman and 
Warner, for all the work that you have put into this project. You 
have worked very, very hard, listened to a lot of people, various 
perspectives, and made your own judgment as to what you thought 
would be a good start. We all thank you for all of that. 

Baseball great Wade Boggs once said, and I have chosen Wade 
Boggs, because he is both a Yankee and a Red Sox player, he said, 
“I didn’t get over 1,300 walks without knowing the strike zone.” 
Well, Madam Chairman, I think the Senators serving on this Com- 
mittee have all played crucial roles in passing important pieces of 
legislation. We are fortunate to have such experienced and dedi- 
cated public servants seated on this Committee. I think we all 
know a strike when we see one. And I think most will agree that 
this ball is a strike, it is down the middle. 

I am wary, however, of some of the proposals that have been 
made that would pull this bill too far one direction or another. 
America’s Climate Security Act apparently hit the sweet spot. It 
once again makes the United States a leader in addressing climate 
change. It is very important that we do that, for the United States 
to be a leader by calling for emissions reductions of 70 percent 
below 2005 levels by the year 2050. 

The bill also keeps the economy growing by including important 
incentives for carbon capture and sequestration technology. This 
technology will allow the United States to continue to use its most 
abundant and affordable energy source: coal. In my State of Mon- 
tana alone, we have 120 billion tons of coal, that is one tenth of 
all the coal in the world. The bill also includes provisions allowing 
America’s farmers and foresters to generate offsets. These provi- 
sions both contain the costs to the economy and create new sources 
of revenue for America’s farmers and ranchers. Even if only half of 
Montana’s feed growers switched to no-till farming, they could gen- 
erate as much as $48 million annually in revenue. 

The balance Senators Warner and Lieherman have achieved in 
their bill is no small task. I have heard some of my colleagues say 
that the bill goes not far enough one direction or the bill does not 
go far enough. Some have said that caps should be tighter and al- 
lowances to industry phased out more quickly. I have heard other 
colleagues say that Congress should cede its authority to tighten 
the cap in future years to the Administration. I must respectfully 
disagree with these proposals. 

We will not solve climate change with one bill. What we need is 
a Marshall Plan for America that aims to build a cleaner economy. 
The United States did not rebuild Europe after World War II in a 
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day. It took time. Likewise, addressing climate change will take 
years and multiple policies, such as a greening of the tax code, 
working with our trading partners, increasing competitiveness and 
efficiency of our economy. 

I am also afraid that through a good intention shifting of allow- 
ances and auction revenue we may upset the delicate balance cur- 
rently in the bill. I have heard some of my friends say the bill does 
not do enough to incentivize nuclear, renewable energy and natural 
gas. Clearly we will need all of these energy sources to meet the 
needs of our economy. But I must say under the bill as currently 
drafted, all of these energy sources are already eligible for incen- 
tives. 

So my colleagues have also stated an interest in allocating allow- 
ances to existing power plants based on electricity output. I dis- 
agree. That approach would amount to subsidizing existing plants 
with no economic or environmental added value. Allowances should 
go to those power plants that need them in order to comply with 
regulations and invest in cleaner technologies. 

America’s Climate Security Act is a strong, balanced bill. We 
have the pitch we want and we ought to hit it out of the park. 
Thank you. 

Senator Boxer. Thank you. Senator. 

Senator Isakson. 

STATEMENT OF HON. JOHNNY ISAKSON, U.S. SENATOR FROM 
THE STATE OF GEORGIA 

Senator Isakson. Thank you. Madam Chairman. 

I will submit my entire statement for the record, as unanimous 
consent to submit the entire statement and I will be brief, just 
make a couple of points and move on so we can hear the testimony. 

I believe that we should take proactive steps, both personally and 
as a Nation to reduce our Nation’s footprint. One of those steps is 
addressing the carbon issue. The only way you reduce that is by 
addressing the burning of fossil fuel. The only way that you do that 
substantially is by looking at alternative sources and existing 
sources, particularly the enhancement of nuclear, cellulose-based 
ethanol and other renewable sources. 

I don’t see the emphasis in this legislation on nuclear that I 
would like to see. I think that is one of the main ways we do it. 

I would like to welcome Dr. Greene and all the members who are 
here today. I read Dr. Greene’s testimony earlier, and as a person 
interested in transportation, I look forward to his testimony on the 
effects of cap and trade as a carbon reduction policy for the trans- 
portation sector. I am especially interested in his thoughts on low- 
carbon fuels such as cellulose-based biofuels. While his testimony 
focuses on surface-based transportation, I am also interested in 
hearing his views on how cap and trade will affect other transpor- 
tation sectors, such as the airline industry, which is a huge part 
of my State of Georgia’s economy. 

I welcome all of our panelists who are here today, and I think 
the Chairman for giving us this opportunity at this hearing. 

Senator Boxer. Thank you. Senator. We will put your full state- 
ment in the record. 

Senator Lieberman. 
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STATEMENT OF HON. JOSEPH I. LIEBERMAN, U.S. SENATOR 
FROM THE STATE OF CONNECTICUT 

Senator Lieberman. Thanks very much, Chairman Boxer. 
Thanks for holding this hearing, a series of hearings in a very, 
what I think is a very deliberative process. I know some of our col- 
leagues have been concerned about the time given it. We have had 
a lot of hearings in this Committee and we are going to continue 
to have a lot of hearings before we get to the markup. 

And then as always happens with any major piece of legislation, 
and this is just about as just about as major as you can get, when 
we get to the Floor, there is going to be a lot of time to work to- 
gether to try to find common ground. Senator Alexander made ref- 
erence to former Senator Dirksen convening, opening up his office 
for deliberations on the Civil Rights Act when it got to the Floor 
during the 1960s; Senator Mitchell, former majority leader, did the 
same with the Clean Air Act. Those meetings went on for weeks 
and weeks and weeks, but finally reached resolution and progress. 
I believe we can do that here. 

So there is a lot to do in this Committee, but this is not, if we 
are able to report it out, the end of the process. I want to come to 
Senator Baucus in this regard. I thought his opening statement 
was excellent; not the least reason for which was his mention of 
Wade Boggs to bring out this figure of reconciliation between these 
two deeply competitive forces, the Yankees and the Red Sox, and 
to evoke thereby the possibility of reconciliation across different 
points of view on climate change is inspirational. I thank him for 
that. 

And look, as Senator Baucus said, some want it go further one 
direction, others want to pull it back. We want to do this thought- 
fully, but let’s be honest with one another, because most of us here 
recognize the reality that the globe is warming. We are in a race 
with time here. One can conjure, talk about Nero fiddling while 
Rome burned, one can conjure up a picture in one’s mind where we 
continue to debate and pursue the perfect climate change bill while 
the waters are rising along the coasts of America and the rest of 
the world and the climate is adversely affected. We cannot let that 
happen. 

In my statement opening the last hearing, I talked about the var- 
ious projections of costs for America’s Climate Security Act, which 
in my opinion are manageable and relatively minor, considering 
what we will achieve thereby, which is to avoid the potentially dis- 
astrous consequences of climate change. I just want to spend a mo- 
ment to talk about a factor that is not calculated in those estimates 
of cost, which is, what are the costs of not doing anything? The 
IPCC has cited some factors here and real world consequences, and 
basically concludes that the United States will shoulder quite sig- 
nificant costs by mid-century unless we act now to reduce our 
greenhouse gas emissions. 

Let me give you some of the examples. Warming in our western 
mountains will decrease the snow pack, causing more winter flood- 
ing, reduced summer flows and increased competition for already 
strained water resources. So we have the costs and conflict. 
Droughts and new invasions of insects will kill crops as well as for- 
ests and leave forests even more prone to fires, more costs and dis- 
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location. Coastal communities and habitats will be battered by in- 
tensified storms with the damage compounded by more erosion, 
again, enormous costs. 

In March, the Government Accountability Office issued a report 
entitled Climate Change: Financial Risks to Federal and Private 
Insurers in Coming Decades are Potentially Significant. Madam 
Chair, I would ask unanimous consent to place that report in the 
record at this time. 

Senator Boxer. Without objection. 

[The referenced material follows on page 272.] 

Senator Lieberman. But here are some of the report’s conclu- 
sions in brief. Storm-related economic losses will increase at an ex- 
ponential rate as storm strength increases. Category 4 storms tend 
to cause 100 times the economic damage that category 1 storms 
cause. And real climate change will bring about more category 4 
storms. One half to two thirds of the structures in U.S. flood plains 
do not have flood insurance at all. 

The Federal Government’s two main insurance programs, the 
National Flood Insurance Program and the Federal Crop Insurance 
Program, have grown markedly more exposed to weather-related 
losses since 1980. The impact of unchecked global warming on 
those two programs alone, according to the GAO, could substan- 
tially increase the annual budget imbalance, and therefore the 
overall deficit, of our Government. 

Thus I would submit in closing. Madam Chairman, that the eco- 
nomic costs to this Country of unchecked global warming will be 
grievous by mid-century unless we act not to mandate significant 
reductions in greenhouse gas emissions as America’s Climate Secu- 
rity Act does. I thank the Chair. 

[The prepared statement of Senator Lieberman follows:] 

Statement of Hon. Joseph I. Lieberman, U.S. Senator from the 
State of Connecticut 

Thank you, Chairman Boxer. I would like to spend a few minutes discussing cost. 
Here are some of the costs-expressed in terms of real-world consequences — that the 
Nohel Prize-winning Intergovernmental Panel on Climate Change — the IPCC — finds 
the United States will shoulder by mid-century unless we act now to reduce our 
greenhouse gas emissions: 

Warming in our western mountains will decrease the snowpack, causing more 
winter flooding, reduced summer flows, and increased competition for already 
strained water resources. 

Droughts and new invasions of insects will kill crops as well as forests, and will 
leave forests even more prone to fires. Coastal communities and habitats will be bat- 
tered by intensified storms, with the damage compounded by more erosion. 

In March, the Government Accountability Office issued a report entitled, “Climate 
Change: Financial Risks to Federal and Private Insurers in Coming Decades are Po- 
tentially Significant.” I seek unanimous consent to place that report in the record. 

Here are some of the report’s conclusions: 

Storm-related economic losses increase at an exponential rate as storm strength 
increases. Category 4 storms tend to cause 100 times the economic damage that 
Category 1 storms cause. 

One-half to two-thirds of the structures in U.S. floodplains do not have any flood 
insurance at all. 

The federal government’s two main insurance programs — the National Flood In- 
surance Program and the Federal Crop Insurance Program — have grown markedly 
more exposed to weather-related losses since 1980. 

The impact of unchecked global warming on those two programs alone could, ac- 
cording to the GAO, substantially increase the annual budget imbalance and the 
overall deficit. 
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In 1999, the Agriculture Department’s Risk Management Agency declared, “The 
risks of climate change, such as higher temperatures, changes in precipitation, in- 
creased climate variability, and extreme weather events can result in significant im- 
pacts on agriculture, forestry, and rural areas.” 

Thus, I would submit, Madame Chairman, that the economic cost to this country 
of unchecked global warming will be catastrophic by midcentury unless we act now 
to mandate significant reductions in greenhouse gas emissions. 

On its own, America’s Climate Security Act would, according to the Natural Re- 
sources Defense Council, reduce total U.S. greenhouse gas emissions by 18 to 24 
percent below the 2005 level by 2020 and by 59 to 66 percent below the 2005 level 
by 2050. 

According to the modelers at the Environmental Protection Agency, those reduc- 
tions in U.S. emissions would keep atmospheric greenhouse gas concentrations 
below dangerous levels even if countries such as China and India did not start tak- 
ing serious action until 2025. 

I will digress to say that I believe those nations can and should start acting soon- 
er. No one seriously believes, though, they will start until we do, considering that 
we are responsible for most of the global warming that is now irrevocably dialed 
into the climate system. Besides, I for one would prefer that we develop advanced 
energy technologies here, and export them there, rather than the other way around. 

So the emissions caps in America’s Climate Security Act are tight enough to avert 
the economic catastrophe this nation will face if we fail to take strong action now. 
What is the cost of implementing America’s Climate Security Act? 

At last week’s hearing, I reviewed some of the findings that the Clean Air Task 
Force had reached using the Energy Information Administration’s model. 

First, the price of an emission allowance would not exceed $50 until after 2030. 
According to EIA’s October 29 report to Senators Inhofe, Voinovich, and Barrasso, 
fuel switching from coal to natural gas would not make any economic sense until 
the price of an allowance exceeds $50. So one should not expect fuel switching to 
occur under America’s Climate Security Act before 2030. By 2030, even the pes- 
simists say we will have commercial deplo 3 mient of carbon capture and sequestra- 
tion technolo^ for coal. 

The analysis goes on to project that U.S. gross domestic product would more than 
double by 2030. The projected increase is only 1 percentage point lower than the 
increase projected in the absence of America’s Climate Security Act. 

Electricity and natural gas rates would, over 25 years, rise by about 18 and 5 per- 
cent, respectively. 

However, because of the technology development and deployment and energy effi- 
ciency measures in the bill, energy usage would drop considerably. The drop in en- 
ergy needed would result in reduced monthly electrical and natural gas bills for res- 
idential, commercial and industrial customers. 

So, it turns out that the bill’s cost is very manageable — and miniscule compared 
to the cost of inaction. 

Thank you. Chairman Boxer. 

Senator Boxer. Senator, thank you for that statement. 

Senator Barrasso. 

STATEMENT OF HON. JOHN BARRASSO, U.S. SENATOR FROM 
THE STATE OF WYOMING 

Senator Barrasso. Thank you, Madam Chairman. As I stated 
throughout the debate on this legislation, we must adapt, we must 
make changes to address the effects of global warming. We must 
be ready to put our money where our best hopes are. We cannot 
simply shut off current, traditional energy sources. 

I have stated that the current language that requires any new 
coal-fired power plants to be able to capture 85 percent of its car- 
bon emissions is not feasible today. We must, as a Nation, invest 
in the technology to let us make the best use of all of our energy 
resources. 

Today we have incredible resources of coal in places like Wyo- 
ming and Montana. It is recovered there because of the investment 
of the infrastructure and the skilled work force. Now, those things 
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may not be there in 20 years if we prevent new coal-fired plants 
from being built because we require them to sequester 85 percent 
of the carbon today instead of a staged or stepped approach over 
time. 

Now, I have heard members say that we should not let perfect 
be the enemy of good, and I think that applies here. There is also 
no doubt that we have to take care of those who are negatively im- 
pacted by this bill. Some of those will be Wyoming residents who 
have terrific jobs, they have retirement plans, they have health in- 
surance. I am not yet satisfied with the answers that I have gotten 
regarding how many workers are going to be displaced by this Act. 
It seems fair that we have a real figure. American workers deserve 
no less. 

I also believe that States will have to play a vital role in this re- 
gard. The Carbon Market Efficiency Board must address the sig- 
nificant harm not just to the Country, but to individual States. The 
bill, to me, as drafted, has still a one size fits all approach to the 
States. We must give each State flexibility to spend money to assist 
their people as they see fit. 

Finally, let me reiterate that I do want to address this problem 
of global warming. We can get there, but only if we show China 
and India that we can pass a bill that strengthens our economy, 
that creates jobs, that looks after our workers, that develops the 
needed technology and then allows those nations to use that tech- 
nology to address the problem on a worldwide basis, not just a na- 
tional basis. 

I would like to work with you. Madam Chairman, to make sure 
that the legislation we pass achieves those objectives. Thank you 
very much. 

Senator Boxer. Thank you. Senator Barrasso. 

Senator Carper. 

STATEMENT OF HON. THOMAS R. CARPER, U.S. SENATOR 
FROM THE STATE OF DELAWARE 

Senator Carper. Thank you. Madam Chair. 

To our witnesses, welcome. It is good to see all of you. We appre- 
ciate your time with us today and your testimony and your re- 
sponses to our questions. 

Most of us had a chance last week to say our piece and we did. 
I am not going to say much today, but I just want to reiterate a 
couple of points if I could. I hope to support the legislation that is 
before us on which this hearing is being held. I want to support 
this legislation on which this hearing is being held. In order to be 
able to do so, I need to be assured on three points. 

One is that we are not going to forget as we go through this proc- 
ess the problems that are created, particularly for those of us on 
the eastern side of the United States who suffer because of emis- 
sions of sulfur dioxide, nitrogen oxide and mercury. I need to be as- 
sured that the allocation of credits will be just somewhat better 
balanced, so that a few more credits can go to the producers of elec- 
tricity producing that electricity with reasonably less input, less en- 
ergy in the first place. 

The third point, I want to make sure that as we pass this legisla- 
tion, we don’t do so in ways that punish companies that are al- 
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ready taking early action to help reduce the threats to our world 
and to our atmosphere. 

I suggested last week that I thought we might he able to broaden 
support for our legislation by addressing three areas that are ad- 
dressed, but I think not directly in our legislation. One of those is 
with respect to transportation. I think our focus should be on clean 
fuels, clean cars and trying to encourage ways to provide transpor- 
tation options to people other than our cars, trucks and vans. 

A second is to see if we can’t put together an amendment that 
speaks to the potential that nuclear can provide in helping to ad- 
dress our dependence on foreign oil and the creation of these green- 
house gases. The third way I think we may be able to provide sup- 
port for this bill in Committee or beyond Committee on the Floor 
is to better protect the U.S. industrial sector in a way that recog- 
nizes that they have already made significant CO 2 reductions. I 
think one of our witnesses will speak to that today, and we need 
to be mindful of that and reflect that in the legislation that we 
pass. 

Thank you. Madam Chair. 

Senator Boxer. Thank you. Senator Carper. 

Senator Voinovich. 

STATEMENT OF HON. GEORGE VOINOVICH, U.S. SENATOR 
FROM THE STATE OF OHIO 

Senator Voinovich. Thank you. Madam Chairman. 

Starting from the flawed premise that trading programs are the 
only vehicles we can use to address climate change, we now begin 
the second of three hearings on yet another iteration of a cap and 
trade bill. The key variable in determining cost-effective carbon re- 
ductions is the extent to which the program can cause the develop- 
ment and deployment of research and development of trans- 
formational technology. 

But aggressive caps and time frames are more likely to stimulate 
avoidance behavior in the form of fuel switching or buying carbon 
offsets instead of investment in needed R&D efforts. That is the 
opinion of many organizations that have looked at this legislation. 

Moreover, the severe costs of the policy undermine economic 
growth and therefore starve capital markets of the true tools need- 
ed to invest in innovation. Indeed, this will be a very costly policy, 
and will do little to affect the problem of global climate change. 
This is demonstrated by EIA’s analysis of S. 280, that was the 
Lieberman-McCain bill, a less aggressive predecessor to this legis- 
lation that predicted to the economy and standards of living, even 
while assuming increases in nuclear and biomass generation and 
a development time line for carbon and capture sequestration tech- 
nology, that due to political, regulatory, financial and technical ob- 
stacles, achieving what we say we are going to achieve would al- 
most be impossible. 

If the results were adjusted to account for more realistic sce- 
narios of our Nation’s future energy future, as in the recent anal- 
ysis that I requested along with Senators Inhofe and Barrasso, the 
results are staggering. Among other things, the analysis predicted 
that by 2030, the policy could increase natural gas prices by 49 to 
72 percent; increase electricity prices by 38 to 45 percent; reduce 
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GDP by a factor of well over a trillion dollars. Of course, EIA’s use 
of discounting and their inability to accurately account for costs be- 
yond 2030 masks the policy’s true costs due to rapidly escalating 
impacts that are expected beyond this period. 

Now, many engaged in this debate will downplay the impacts de- 
scribed above. But increasing home heating costs by 38 to 45 per- 
cent would have real impact outside of the beltway, especially those 
who are on fixed incomes. One of last week’s witnesses suggested 
that job losses in certain sectors would simply be made up by shift- 
ing jobs to other sectors. But the witness failed to recognize that 
we are talking about real people, real families and real commu- 
nities. What am I supposed to say to the men and women, families 
and communities that find themselves on the wrong end of the 
shift? I think Senator Barrasso made a good point of that in terms 
of the people that are already working. 

The impact is particularly troubling when one considers that this 
wealth transfer will move resources from areas like the South and 
Midwest, whose States’ per capita income largely fall below the na- 
tional average, to other areas of the Country. 

Madam Chairman, I think it is time to focus on American 
strengths of entrepreneurship and innovation. If we do so, we can 
create appropriate incentive for the development and deployment of 
new technologies. We will master the carbon challenge and lower 
the costs of control to the point where the developing world won’t 
view these continued emissions as a source of competitive advan- 
tage. In a real sense, such a new way of viewing the challenge of 
carbon emissions is our only valuable chance of success. 

Basically what I am saying is, we are going into a new regime. 
One of the things that I am going to ask in my letter to EPA be 
included in the record 

Senator Boxer. Without objection. 

Senator Voinovich [continuing]. is asking them to look at the 

administration of this program, the number of people that are 
going to be involved in administering it, the number of new boards 
and commissions that we are going to be setting up in this legisla- 
tion. I just came from the Oversight and Government Management 
Homeland Security, and Senator Lieberman is familiar with it, 22 
agencies, a gigantic management challenge that has not been met. 
That place is still — pardon me — screwed up. It seems to me that 
when we talk about a brand new regime, new responsibilities for 
the Environmental Protection Agency and moving some things out 
of USTR there, and out of the Department of Energy, that we 
should look at some other options. That option, in my opinion, is 
trying to figure out, as the Chairman of this Committee and I 
talked about 4 months ago, is some type of response like we had 
to Sputnik, to find the resources that we have to jump start the 
technology initiative here in this Country so that we can solve the 
problems that we have here in the United States and at the same 
time then sell that technology to the Chinese and to the Indians 
and whoever else is out there in these emerging economies that we 
have throughout the world. 

For us just to do this and adopt this regime without being real- 
istic about the impact that it is going to have on reducing green- 
house gases and on our competition, I think is naive. I am hoping 
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that somewhere, somehow between the time that we mark up this 
bill, that we will have an opportunity to look at my suggestion in 
terms of how do we get that done. 

Senator Boxer. Thank you. Senator. 

Senator Klobuchar, welcome. 

STATEMENT OF HON. AMY KLOBUCHAR, U.S. SENATOR FROM 
THE STATE OF MINNESOTA 

Senator Klobuchar. Thank you very much. I was sitting here 
trying to think of my own sports analogy. Chairman, after I heard 
Senator Baucus. After our weekend at home with the Gophers hav- 
ing their worst season ever and the Packers shutting out the Vi- 
kings, I decided to stay away from those. 

But I will say that I did visit with some third graders yesterday 
as well as some fifth graders and high school classes at three dif- 
ferent schools, one in a more suburban area, one in greater Min- 
nesota and one in an urban area. These kids are ready to go. I 
asked them why they thought that they were so focused on climate 
change and doing something about it, and that some of the grown- 
ups weren’t. They said, well, that is because the grown-ups aren’t 
going to be around when we have kids. They seemed very, actually 
quite educated on the topics of what is going on. It brought me 
back here promising them that I would give their thoughts to this 
Committee. 

I believe that at its core, the America’s Climate Security Act of 
2007 offers an incredibly strong framework for addressing climate 
change. I think that is because there is no single industry or source 
that is responsible for greenhouse gas emissions, and because of 
that, there is no single policy or technology that is going to solve 
global warming. That is why I like the idea of this comprehensive 
approach. As someone once said, we don’t need a silver bullet, we 
need a silver buckshot. 

This is more than just a cap and trade bill. It provides support 
for the research and development of clean technologies. It provides 
direct incentives for energy-efficient products and develops a wide 
range of climate adaption programs. I also think it is important to 
note that it is not a cure-all. It is meant to work in tandem with 
other policies that we have developed and that we are developing. 
That is why I am glad, when I read your testimony. Dr. Greene, 
your written testimony, and I couldn’t agree with you more that 
cap and trade works best in combination with other measures. 

As members of the Commerce Committee, a number of us on this 
Committee have worked hard to increase the fuel efficiency stand- 
ards of the Nation’s cars and trucks. In my opinion, you cannot 
view the increase in the CAFE standards in a vacuum, that it can’t 
be a separate policy. I believe that together, the upstream cap on 
greenhouse gas emissions in the transportation section of this bill, 
along with the 35 mile per gallon CAFE standard, will significantly 
reduce greenhouse gas emissions. 

I believe we also can’t separate out what the States are doing 
now. I have told this Committee several times about how aggres- 
sive on a bipartisan basis our State has been with a Republican 
Governor and a Democratic legislature. States already imple- 
menting greenhouse gas reduction strategies and/or renewable elec- 
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tricity standards make it easier to achieve the targets in this hill. 
I think that is why it is important to make sure that we facilitate 
these interrelated policies as much as possible. 

I believe it is important that we recognize the leadership certain 
States have taken. We should also recognize States that are work- 
ing hard to meet their own aggressive renewable energy standards 
when allocating allowances. We should also set the baseline for al- 
locations at an appropriate point in time, so as not to penalize 
these States for their farsighted action. 

This is a hearing to examine the nuts and bolts of America’s Cli- 
mate Security Act of 2007. So I look forward to hearing from our 
panelists on not only the nuts and bolts of this bill, but how it 
interacts with other policies that we already have in place or that 
we are considering now before this Congress, including the renew- 
able electricity standard that is in the House side of the Energy 
Bill and the CAFE standard increase that is in the Senate side of 
the Energy Bill. 

Thank you. Madam Chairman, and I look forward to working 
with you and all my EPW colleagues on reporting a strong bill to 
the Senate Floor. 

Senator Boxer. Thank you. Senator. 

Just in terms of how we are going to proceed. Senator Craig is 
next and then Senator Cardin has graciously said. Senator 
Whitehouse, since you have been here for so long, that you will go 
next and then he will be the next Democrat. 

So we will go to Senator Craig. 

STATEMENT OF HON. LARRY CRAIG, U.S. SENATOR FROM THE 

STATE OF IDAHO 

Senator Craig. Madam Chairman, thank you very much. 

The hearings of last week, the questioning sessions, the hearings 
this week and more to come with the questioning sessions are ex- 
tremely valuable. If anybody doesn’t believe that this is a complex 
bill, then they ought to start trying to read it and understand it. 
That is going to b^e critically important for us to even attempt to 
get it halfway right. To understand the complexities and broad im- 
plications of capping an entire economy is really beyond any of our 
talents or our abilities. So to try to understand that, the letter that 
we have sent, the letter that Senator Warner mentioned that he 
and Senator Lieberman have sent to EIA and EPA are critical. 
That is part of the overall understanding that we have to have be- 
fore we can vote responsibly on this kind of policy. 

So in all fairness. Madam Chairman, I am glad the Bali or Bust 
idea is out. I am glad we are going to take now a sit-down, roll up 
our sleeves approach instead of trying to get an awfully good byline 
in a statement coming out of Bali in December. It may be good for 
international politics, but it would be very bad for our policy. So 
thank you. 

We still stay at it, we will stay diligent. Just beginning to peel 
back the pieces here, the page after page, is reflective of some 25 
or 30, 40 amendments that my staff and I feel would be necessary 
to offer in a responsible way. Or we could do the Markey approach 
to the EPAC policy of 2005 and we could do hundreds of amend- 
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ments which would he deleterious. But we will look at a good num- 
ber. 

Cap and trade approaches of the kind that we are now ref- 
erencing, oh, well, we did SO 2 , and therefore we can do this, that 
is pretty wrong-headed in my opinion, and I think a very poor anal- 
ogy when you are addressing carbon in every sector of the U.S. 
economy. What is it Senator Barrasso just said? Here is the impact 
we think could happen to Wyoming, because they are a coal-pro- 
ducing State. Idaho is not a coal-producing State. We happen to be 
the cleanest State in the Nation as it relates to particulates in the 
air. 

And we happen to be largely a renewable energy State, which 
means our power bills go up fairly dramatically because we gain 
no benefit from this bill. Whereas in Wyoming, their power bills go 
up at the same rate, but they lose jobs in the meantime, poten- 
tially. Those are the realities on a State by State basis that clearly 
we have to grasp and understand, if we are going to be not only 
responsible to our environment on the long term, but responsible 
to our environments, and that includes working environments and 
economies, in the short term. 

The bill is not ready for prime time, even though the advertise- 
ments have been top of the line. And it won’t be ready for prime 
time until we do exactly what you have outlined that we are going 
to now do. Madam Chair, and I truly appreciate that. This is a 
piece of work, a potentially major public policy that demands scru- 
tiny of the closest order, and I am glad you are now willing to allow 
us to do that in a way that I think the Senate best operates. I 
thank you. 

Senator Boxer. Senator, I just want to be clear, I was always in- 
tending to allow the longest possible time for a markup. You will 
have 40 amendments, I am sure that Senator Bond will raise you 
one, and Senator Alexander, and we are ready. We are ready to 
stay as long as it takes. 

Senator Craig. That is very productive, thank you. 

Senator Boxer. We are absolutely prepared for that and we ex- 
pect that. We will start on December 5, and we will go as long as 
it takes to deal with all amendments that are offered. 

Yes, Senator Lieberman? 

Senator Lieberman. I was just — thank you, you just clarified 
that we are going to go ahead in December, which is very impor- 
tant. 

Senator Boxer. Yes. 

Senator Lieberman. I do want to, on the Bali or Bust idea, I 
want to encourage Senator Craig and others to think more in favor- 
able terms of Bob Hope and Dorothy Lamour in the Road to Bali, 
a very happy ending. 

[Laughter.] 

Senator Craig. Oh, if it was only Bob Hope again. Thank you. 

Senator Boxer. Senator Whitehouse, we look forward to your re- 
marks. 
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STATEMENT OF HON. SHELDON WHITEHOUSE, U.S. SENATOR 
FROM THE STATE OF RHODE ISLAND 

Senator Whitehouse. Thank you, Chairman. I will he very brief. 
I appreciate Senator Cardin yielding his hard-earned seniority to 
me very briefly for this. 

Senator Klobuchar. Yes, but he made a deal that you had to 
mention Chesapeake Bay. 

Senator Whitehouse. I was just about to say, it is something he 
learned, no doubt, on the shores of the Chesapeake Bay. 

[Laughter.] 

Senator Whitehouse. As we go forward, I would be very inter- 
ested in hearing from the witnesses about three areas where I 
think there is still work to be done. Let me put this in the context 
of saying that I think what Chairman Boxer has accomplished here 
is extraordinarily significant. I think the sponsorship of Senator 
Warner and Senator Lieberman is extraordinarily significant. We 
have come an enormously long way. But as I said before, we may 
be standing on the shoulders of these giants, but there is yet work 
to be done. I think that the areas in which there is work to be done 
is to inquire into whether the standards that we have set for our- 
selves are truly adequate. Unlike the sort of traditional haggling, 
split the baby school of legislation, there is a bar here. If we miss 
it, it is going to be very unfortunate. So the adequacy of the stand- 
ards and the ability to enforce them, or the actions that are trig- 
gered if it looks like they are not going to be met I think are a sig- 
nificant piece. 

The second significant piece to me is the integrity to market. We 
are putting an awful lot of this Nation’s wealth through the cap 
and trade process. I am at this point not yet satisfied with the gov- 
ernance. I am at this point not yet satisfied with the protection of 
that entity from market manipulation by crooks and speculators. 
And at this point I am not yet satisfied that we can distinguish 
real from counterfeit savings in this process. So there are at least 
three layers of integrity protection that I think that facility needs. 
As important as that facility is, we have to get it right. 

And the third is, I think the concern of fairness to low-income 
folks who are not a part of this discussion is very important. An 
enormous amount, as I said, of our Nation’s wealth is going to be 
put through this process. That creates an enormous motivation for 
special interests to line up and get their grab on all of that. I think 
it is very important for all of us to sequester whatever we need to 
for designated purposes to try to balance the economy and so forth. 

But really the bulk of the return on this has to go back to the 
people who are going to pay it in the end, which is the American 
consumer, and the low-income American consumer will take the hit 
harder than anybody else. So I am interested in issues like the 
CBPP’s ideas for flowing it through EITCs, through the electronic 
benefit transfer, through the withdrawal, so that it is more auto- 
matic and flows back to folks. But I think it is vitally important 
what you have accomplished, and I appreciate it. Chairman. 

Senator Boxer. Senator, we are as you know working with you 
and your staff on these matters. 

I just wanted to, while we have the maximum number of people 
here, go through what we are doing on this bill so you can make 
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some notes. We have of course this hearing. Then we have a brief- 
ing today, 2:30 to 3:00 is closed for members, and then 3:00 is open. 
Hearing on Thursday morning on the bill at 10 a.m. There is reg- 
ular staff level meetings all through the week on demand for who- 
ever wants them, members and staff. And then a modeling briefing 
on Wednesday for staff and Senators, if they wish to come. So I 
wanted to announce that, while everybody is here. 

And now. Senator Alexander, the floor is yours. 

STATEMENT OF HON. LAMAR ALEXANDER, U.S. SENATOR 
FROM THE STATE OF TENNESSEE 

Senator Alexander. Thank you. Madam Chairman. And thank 
you for the extra hearings, extra briefings, extra time. That is a big 
help. 

I want to especially welcome David Greene from the Oak Ridge 
Laboratory, a real expert on many things, including fuel efficiency. 
I would like to state my view as clearly as I can. I want a bill. I 
want to be able to vote for a bill on climate change. I think the 
time to act is now. From my first year in the Senate, Senator Car- 
per and I offered legislation that put cap and trade on power 
plants, that is 40 percent of the carbon dioxide, 33 percent of 
greenhouse gases. We still agree on every part of that except allo- 
cation. Senator Lieberman and I are now co-sponsoring of that bill. 
So I want a bill. 

My respectful suggestion to the Chairman and to the sponsors, 
and they have big decisions to make on how to proceed, I know 
they don’t want to lose momentum, are two. One is, I think we 
would be better off with a sector by sector approach, rather than 
the current structure. And two, I think it is very important that 
we take sufficient time in the markup process to bring a bill to- 
ward the Floor that can get 60 votes. 

Let me describe what I mean by sector to sector. I am looking 
for the lowest cost, simplest, easiest to explain, fewest surprises 
piece of legislation that will address climate change in this session 
of Congress. There is a danger of this becoming like the com- 
prehensive immigration bill, which started out great but ended up 
not passing, because there were so many problems with it. 

I would rather start out with the other end. What steps would 
I suggest? One would be the electricity step and two would be the 
transportation step. And that would be it. That would be two thirds 
of the carbon produced in our economy today. We might even get 
more out of those two segments, depending upon what the stand- 
ards are. With electricity, I am ready to vote for a cap and trade 
program for power plants. We have had 16 years experience on 
that with acid rain, we know what we are doing. We can measure 
it. I think it would make sense. We can explain it. 

Two, I would add to that everything we can think of that has to 
do with green buildings. Japan has said it has had its biggest prob- 
lem reaching its own standards since Kyoto because of buildings. 
And we can a lot with buildings, so we could take just the elec- 
tricity sector and get at least a third of the carbon. 

Second, with transportation, how would we do that? Well, the 
easiest thing and the first thing to do would be for the House to 
pass the Senate Energy Bill, which has a CAFE standard that is 
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far-reaching and that would require 35 mile per gallon standard by 
2020. The second thing to do is also in that bill, which is to go from 
7 to 36 billion gallons of renewable fuels. A third thing to do would 
be a low-carbon fuel standard for all fuels. The Chairman has pro- 
posed that, others have as well. I think it might be better than a 
so-called upstream cap on fuel, which I don’t fully understand. I am 
afraid the upstream cap on fuel might simply add a cost to gasoline 
without changing behavior. 

One of the examination of the McCain-Lieberman bill suggested 
that such a cap on gasoline would add 25 cents to the cost of a gal- 
lon of gas. And that is a big increase. So a low-carbon fuel standard 
might be better. So then we could explain we are stepping out with 
electricity and then with transportation. Those are two big steps, 
65 or 70 percent of the economy, rather than the 80 or so which 
I understand this structure is. I think it is more likely to get 60 
votes, and then we could take other steps as they seem to make 
sense. 

The problems and issues that I would like to see discussed by the 
witnesses include the low-carbon fuel standard, they include the 
auction, most auctions in Tennessee are designed to get the highest 
price. I think we want the lowest price. I would like to know what 
we are going to do with all this money. Nothing is more dangerous 
in Washington, D.C. than a pile of unallocated money that Con- 
gress can get its hands on. 

The allocation system is a very difficult problem and will be in 
the Committee. It seems to me that the one here encourages the 
use of natural gas. That is bad for farmers, homeowners and manu- 
facturers, and causes those in fossil fuel States to pay twice. 

So I agree with Senator Carper that we ought to also deal with 
sulfur, nitrogen and mercury. That is as important to me as carbon 
in this bill. And I agree with Senator Isakson that we ought to be 
dealing with nuclear. That is an inconvenient truth as well. That 
is most of the solution, along with conservation and efficiency. 

So I hope. Madam Chairman, to be able to vote in the end for 
the bill. I thank you for the extra time, and I look forward to at- 
tending all the briefings. 

Senator Boxer. Thank you so much. Senator. 

Senator Cardin. 

STATEMENT OF HON. BENJAMIN L. CARDIN, U.S. SENATOR 
FROM THE STATE OF MARYLAND 

Senator Cardin. Thank you. Madam Chair. It is nice to get my 
seniority back. 

[Laughter.] 

Senator Cardin. First, let me agree with some of the comments 
of Senator Alexander, but let me point out that the immigration 
bill was not marked up in Committee. I think that was one of the 
problems we had. I am going to thank the Chairman of our Com- 
mittee for an open process that has been used on this very impor- 
tant legislation. Many members introduced legislation. The Chair- 
woman then gave us a chance to come together and allow the 
Chairman and Ranking Member on the Subcommittee to come up 
with a bill and I feel very confident with Senator Lieberman and 
Senator Warner’s leadership that hopefully. Senator Alexander, we 
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can reach that 60 vote threshold. Because I think that would make 
life a lot easier. 

In order to accomplish that, we all have to listen a lot more and 
be willing to come to a bill that can pass but can also be a mean- 
ingful bill and not just insist on our specific revision being included 
in that bill. I hope we will be able to do that, because I think the 
issues are very important to our Country and very important to our 
international leadership. Again, I congratulate our Chairman Boxer 
and Senator Lieberman and Senator Warner for giving us the lead- 
ership. 

Now that I said we have to listen, let me tell you what I think 
needs to be in the bill. Let me just use my time to talk about one 
specific issue that I hope we can strengthen, and that is the use 
of public transit. I particularly want to comment on Dr. Greene’s 
testimony. He makes a very interesting point. He notes that we 
burn 6,300 gallons of oil every second to fuel our transportation 
sector. So it is no wonder that we have to look at a more respon- 
sible transportation policy. That sector is responsible for one quar- 
ter of the greenhouse gas emissions, according to the EPA’s study 
for 2005. I think the funding that is provided in the bill that we 
have before us is allowable activities for State funds to be able to 
use for transit. 

But I think we need to be stronger. Because I don’t think that 
is strong enough to make the type of progress that we need in pub- 
lic transit. We need to get people out of their cars into fast, conven- 
ient and reliable mass transit systems. We need that to reduce 
greenhouse gases; we need that to become energy independent. We 
need that to improve the quality of life, and anyone in this region 
knows all too well how difficult gridlock becomes as you try to 
move around the Washington area. Not only just during rush 
hours, during just about any time of the day. So we need to make 
a more significant investment in public transportation. 

Operating costs for transit systems are already skyrocketing as 
fuel prices have increased. That is only going to continue. We need 
to rebuild our aging transit infrastructures in many of our cities as 
well as new systems to meet growing demands. 

So for all of those reasons, I would hope that we would find a 
way to have more specific funds available through this legislation 
to help absorb the problems that will be confronted by our constitu- 
ents. One of the things that Senator Whitehouse talked about is 
the economic impact of this bill, who is going to be adversely af- 
fected by the additional cost of energy. Well, public transportation 
allows us to deal with the social needs of the people in our commu- 
nity. I think it is very appropriate that we do more to help provide 
that alternative to transit users. 

The problem is not only because of large rises in fuel prices, it 
is also increased ridership. It has been its own problem in getting 
the type of funds in order to keep the system in the condition that 
is needed to meet increased demands. 

So I will be interested in listening to our witnesses today. I can 
assure you I am very much interested in working with the leader- 
ship of this Committee and every member of this Committee in the 
Senate to achieve a meaningful bill, a bill that really will move us 
in the necessary directions to deal with global climate change, that 
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will provide the credibility for U.S. leadership internationally and 
one that we can be proud of to have been able to get enacted into 
law. 

Thank you, Madam Chair. 

[The prepared statement of Senator Cardin follows:] 

Statement of Hon. Benjamin L. Cardin, U.S. Senator from the 
State of Maryland 

Madame Chairman, thank you. 

Given our late starting time today, I will keep my remarks to a minimum. 

There are a number of facets to dealing with the global greenhouse gas emissions 
issue. Our complex economy will be affected in numerous ways. I want to take a 
moment to focus on one of them: transit. 

In Dr. Greene’s testimony today, he notes that we burn 6,300 gallons of oil every 
second to fuel our transportation sector. It is no wonder that this sector is respon- 
sible for more than one-quarter of all U.S. greenhouse gas emissions in 2005, accord- 
ing to the EPA. 

Although funding for transit systems is one of the allowable activities for state 
funds in the legislation we are considering, I am concerned that it is not sufficient. 
We need to get people out of their cars and into fast, convenient, and reliable mass 
transportation systems. That will take a major investment. 

Operating costs for transit systems are already sk 3 Tocketing as fuel prices have 
increased. That’s only going to continue. And we need to rebuild aging transit infra- 
structures in many of our cities as well as new systems to meet our growing needs. 

The bill currently envisions a mechanism to cushion the rate increases low- and 
middle-income Americans are likely to feel from rising utility rates as we reduce our 
carbon emissions. But the legislation does not provide a similar cushion for someone 
who rides the bus or subway to work everyday to absorb the rising costs of transit. 

Here in the Washington metropolitan area, the Metro system is considering a 
record rate increase. This is due in large part to rising fuel costs and increased rid- 
ership. We should be encoura^ng more people to take the bus and subway, but if 
they are faced with rapidly rising costs, we may be squandering a great opportunity 
to reduce greenhouse gas emissions from the transportation sector. 

I will be interested in hearing from today’s witnesses on this crucial aspect of cli- 
mate change legislation. And I look forward to working with the bill’s sponsors and 
the members of this Committee to craft a stronger commitment to transit in the bill 
as we move toward markup. 

Thank you. 

Senator Boxer. Thank, Senator Cardin. 

Senator Bond. Last but absolutely not least. 

STATEMENT OF HON. CHRISTOPHER BOND, U.S. SENATOR 
FROM THE STATE OF MISSOURI 

Senator Bond. Thank you. Madam Chair. It is a pleasure to join 
you for another one of these hearings and raise concerns as you 
may expect I will about what I think are some of the untoward im- 
pacts of a cap and trade bill. 

I raise these in the sincere hope that the Committee will consider 
them carefully. In the past, I have talked about how the poor will 
suffer from higher heating and power costs. Last week, I expressed 
the views of the agricultural community on how farmers would be 
hurt under this particular cap and trade system. Today, I address 
how blue collar jobs across America are at risk under the bill my 
distinguished friends from Connecticut and Virginia have offered. 
Middle class families, supported by blue collar breadwinners, those 
aspiring to the middle class or those hanging on to their middle 
class lives, their health care, their meager retirement savings, can 
all suffer under this bill. Many of the blue collar jobs depend on 
energy-intensive manufacturing. 
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Now, we know that natural gas is a key raw material and elec- 
tricity and natural gas are both essential to power manufacturing. 
I said last week how important natural gas was in fertilizer for 
farmers and in the farming operation. But rising energy prices 
from this bill, I believe, will threaten blue collar jobs in automotive 
assembly, steel, aluminum, cement, plastics and fertilizers. These 
manufacturers will flee high prices, as they have already done. 
They have fled the United States and taken the jobs with them to 
lower energy cost countries as close as Mexico or as far as China. 
No matter how far away they go, they will find cheaper energy 
there and we will feel the pain here. 

Here is a picture of an aluminum smelter, not the one in my 
State, but that is an aluminum smelter. One just like it on the 
banks of the Mississippi River in New Madrid, Missouri. The plant 
employees 1,100 people with a payroll of over $43 million annually. 
This is a critically important industry and thousands of middle 
class families depend on that payroll. Just like New Madrid, dozens 
of communities’ school budgets and fire departments would be deci- 
mated without the payrolls of those smelters. 

Now, here is a picture of Main Street of New Madrid, Missouri. 
It is a wonderful town. But there is not a whole lot there. The aver- 
age family income in New Madrid is $27,400. Outside of the town, 
where they don’t have the jobs and the smelter, poverty runs as 
high as 30 percent. Middle class employment supporting jobs are 
few and far between. If higher energy prices under Lieberman- 
Warner force these aluminum jobs overseas. New Madrid families 
as well as families across the Country will join the poverty rolls. 

We have another key hiring industry in Missouri, cement. It is 
a carbon producer. Limestone is a key component. Processing the 
limestone releases carbon dioxide. Firing the kiln to make cement 
requires energy either from natural gas or coal, and that releases 
carbon. So much carbon that a ton of carbon emissions produces 
only enough cement to generate a $10 profit. 

Now, let me give you basic economics here. A new cost of $15 per 
ton for that ton of carbon, when they are only making a $10 profit, 
would erase the profit and put that maker of cement out of busi- 
ness, in the hole. Instead of losing money, American producers 
would choose, rationally, to benefit, take the benefit of cheaper en- 
ergy sources in Mexico, Korea or China. 

Missouri has cement plants, but its communities will not be the 
only ones to lose those blue collar jobs. Thirty-nine States across 
America also risk losing their cement jobs to overseas competition. 
All of the orange States, States like Oklahoma, Virginia, Ohio, 
Georgia, Tennessee, Wyoming, and Idaho are all in the cement job 
chopping block. 

My friends on the other side of the aisle will not be spared. Cali- 
fornia, Montana, New York and Maryland are all in the cement job 
loss cross-hairs. It doesn’t have to be this way. We can do, as my 
colleague from Montana said, have a Marshall Plan for clean en- 
ergy. Get nuclear power, which legislation and Governmental ac- 
tion has stalled too long, but which is a very significant part of the 
solution. We can get a clean portfolio standard. 

I support an aggressive but achievable auto emissions standard 
or CAFE standard. And we need clean coal technologies and se- 
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questration. This is where we should he putting our money rather 
than expecting to mandate draconian standards for cap and trade 
that will do nothing. They will not produce the technology we need, 
and they will drive jobs overseas and have a devastating impact on 
our economy. 

I thank you, Madam Chair. 

Senator Boxer. Thank you very much. 

Well, now we are on to our panel. Thank you for your patience. 

So let me welcome all of you again. David Hawkins, Director, Cli- 
mate Center, NRDC. I will he able to stay for the first panelist, 
then I have to fulfill an obligation and I will be back. Senator 
Lieberman is going to hold the gavel until I get back. So please 
proceed, Mr. Hawkins. 

STATEMENT OF DAVID HAWKINS, DIRECTOR, CLIMATE 
CENTER, NATIONAL RESOURCES DEFENSE COUNCIL 

Mr. Hawkins. Thank you. Madam Chairman. 

My primary message today is that we have no time left for delay. 
We are already seeing the kind of damage that a disruptive climate 
can inflict: drought, floods, fires, insect infestation, stronger storms, 
killer heat waves. The problem with climate disruption is that it 
is a front-loaded problem. What I mean by that is, we create the 
harm long before we can see it around us. The global warming pol- 
lution that we have put up in the last 25 years has already locked 
in additional climate disruption. It is already in the pipeline. That 
added disruption is like an armed missile, and we have already 
pushed the button to launch the missile. We don’t know how much 
damage the missile will do, but it is speeding toward us. 

The job for us today is to stop launching more missiles. Now, the 
good news is we have the ability to solve this problem by creating 
the conditions where clean energy solutions get built and get re- 
warded in the marketplace. America’s Climate Security Act will 
bring these solutions forward, showing U.S. leadership, proving we 
can act to protect the climate, creating new business opportunities 
in a world that will reward low-polluting products and services. 

We have all heard the claims that the bill will be too costly. Well, 
these claims are made with broken calculators. They are based on 
an imaginary future, a future where climate disruption is assumed 
to have no impact on the performance of the economy. That is not 
the real world. As Sir Nicholas Stern’s study has pointed out, in 
the real world, climate disruption will harm economic growth. The 
growth-maximizing strategy is to protect the climate, not to poison 
it. 

The critics’ imaginary business as usual future is like a plan for 
a new airliner, an airliner that has no air conditioning, nothing to 
eat or drink, a 50 percent chance of being grounded every time it 
gets out on the tarmac for mechanical problems, and a 10 percent 
chance of crashing on every flight. When presented with a better 
design that will get us to our destination safely, and with reason- 
able comfort, they argue, we can’t afford it. Well, the truth is, the 
modeling that they are peddling is no bargain: it won’t work. 

Now, the bill before you contains numerous provisions to allow 
its pollution reduction targets to be achieved efficiently and at low 
overall costs. Let me quickly list them. First, trading. Trading of 
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emission control obligations under the bill will allow the lowest cost 
opportunities to be pursued first. Second, banking. Banking of 
emission reductions allows firms to make hay while the sun shines, 
and used the banked reductions to reduce costs later. Third, public 
purpose investments, by gradually shifting all allowance allocations 
to public purposes through auctions and public purpose allowance 
accounts, the bill recognizes the power of emission allowances to 
drive new technology, promote efficiency, protect consumers and 
vulnerable firms, such as cement and smelters. 

Fourth, offsets. The offsets provisions of the bill balance the risk 
that some offsets may be of questionable value in reducing the 
emissions against the benefit of creating incentives for additional 
low-cost reductions in areas that are too complex to regulate di- 
rectly. In addition, the bill allows borrowing of allowances from fu- 
ture years to deal with tight market conditions or periods before 
new technologies come online. 

The Carbon Market Efficiency Board, with broad powers to ad- 
just terms to create market conditions that enable us to smoothly 
transition from the unsustainable business as usual path to one 
that protects the climate. And finally, the bill addresses the con- 
cern about international competitiveness by establishing a program 
that ensures countries which fail to act to cut emissions will not 
gain a market advantage over our domestic economy. 

Now, in each of these key areas, reduction targets, allowance al- 
locations, cost containment, complementary policies, international 
issues, protection of the vulnerables, you have heard expressions of 
concern. And NRDC shares a number of those concerns, as I note 
in my testimony. But we are ready to work to address those issues 
that the bill moves forward and hope others will participate in that 
same spirit of cooperation. 

Finally, no one is under the illusion that the bill reported from 
this Committee will go immediately to the President’s desk for sig- 
nature. There will be continuing negotiations over key issues at 
every step in the process. But the imperative now is to take the 
next step so that the later steps are possible. So we ask the Com- 
mittee to approve critical strengthening amendments and then to 
report a bill to the full Senate this year. 

The world is watching what this body does. The opportunity to 
make a positive impact on the pace of required action is enormous, 
and we urge you to seize it. Thank you. 

[The prepared statement of Mr. Hawkins follows:] 

Statement of David Hawkins, Director, Climate Center, Natural Resources 

Defense Council 

Thank you for the opportunity to testify today regarding America’s Climate Secu- 
rity Act. My name is David Hawkins. I am the Director of the Climate Center of 
the Natural Resources Defense Council (NRDC). NRDC is a national, nonprofit or- 
ganization of scientists, lawyers and environmental specialists dedicated to pro- 
tecting public health and the environment. Founded in 1970, NRDC has more than 
1.2 million members and online activists nationwide, served from offices in New 
York, Washington, Los Angeles and San Francisco, Chicago and Beijing. 

Chairwoman Boxer, I would like to thank you for the opportunity to testify and 
share NRDC’s views on the America’s Climate Security Act (S. 2191) and for your 
leadership in addressing the critical challenge posed by global warming. I also want 
to thank Senator Lieberman and Senator Warner for all of your work to develop this 
legislation and improve it in Subcommittee. We view favorable Committee action on 
this measure as an important, initial step toward enactment of comprehensive glob- 
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al warming legislation and we look forward to working closely with you, and the 
other members of the Committee, as you act to report legislation to the full United 
States Senate. 

On October 24th NRDC President Frances Beinecke testified before the Sub- 
committee on Public and Consumer Solutions to Global Warming and Wildlife Pro- 
tection on America’s Climate Security Act (ACSA).i In her testimony she stated that 
the time for action on global warming is now. Climate scientists warn us that we 
must act now to begin making serious emission reductions if we are to avoid truly 
dangerous global warming pollution concentrations. Failure to pursue significant re- 
ductions in global warming pollution very soon will make the job much harder in 
the future — both the job of stabilizing atmospheric pollution concentrations and the 
job of avoiding the worst impacts of climate chaos. 

A growing body of scientific research indicates that we face extreme dangers to 
human health, economic well-being, and the ecosystems on which we depend if glob- 
al average temperatures are allowed to increase by more than 2 degrees Fahrenheit 
from today’s levels. We have good prospects of staying below this temperature in- 
crease if atmospheric concentrations of CO 2 and other global warming gases are 
kept from exceeding 450 ppm COa-equivalent and then rapidly reduced. To make 
this possible requires immediate steps to reduce global emissions over the next sev- 
eral decades, including action to halt U.S. emissions growth within the next few 
years and then cut emissions by approximately 80% by mid-Century. 

This goal is ambitious, but achievable. It can be done through an annual rate of 
emissions reductions that ramps up to about a 4% reduction per year. But if we 
delay and emissions continue to grow at or near the business-as-usual trajectory for 
another 10 years, the job will become much harder. In such a case, the annual emis- 
sion reduction rate needed to stay on the 450 ppm path would double to 8% per 
year. In short, a slow start means a crash finish, with steeper and more disruptive 
cuts in emissions required for each year of delay, or if insufficient action is taken 
a seriously disrupted climate. 


COSTS OF INACTION 

The claim that climate protection is “too expensive” treats it like a discretionary 
expense — perhaps like a luxury car or exotic vacation that is beyond this year’s 
budget. No harm is done by walking away from a high-end purchase that you can’t 
quite afford. But if we walk away from climate protection, we will be walking into 
danger. Unless we act now, the climate disruption will continue to worsen, with 
health, economic, and environmental costs far greater than the price of protection. 

Scholars and economists have only begun a serious assessment of the costs of in- 
action but it is clear from their work that it is climate disruption, not climate pro- 
tection programs, which will wreck the economy. 

• The Stern Review, sponsored by the British government and directed by Sir 
Nicholas Stern, formerly the chief economist at the World Bank, estimated that 5% 
of world economic output would be lost, given a narrowly defined estimate of eco- 
nomic damages. Add in an estimate for environmental damage and for the increased 
chance of an abrupt climate change catastrophe, and Stern’s estimates of losses 
from climate disruption climb to 11% or more of world economic output.^ 

• A recent study from the University of Maryland reviews the extensive research 
literature on the costs due to plausible climate change in the U.S., including coastal 
property losses from sea level rise, increased damages from intensified hurricanes, 
drought and wildfire risks in the west, disruption of water supplies, decreased agri- 
cultural 3 delds in most of the country, and many more harmful impacts.^ 

This extended excerpt from the report provides a sobering summary of how high 
the economic stakes are: 

“The effects of climate change will be felt by the entire nation: 

“• all sectors of the economy — most notably agriculture, energy, and transpor- 
tation — will be affected; 


1 Frances Beinecke, Testimony before the Subcommittee on Public and Consumer Solutions to 

Global Warming and Wildlife Protection Committee on Environment and Public Works, “Amer- 
ica’s Climate Security Act”, October 24, 2007. http://docs.nrdc.org/globalwarming/ 

glo_07102401A.pdf 

2 Sir Nicholas Stern, “Stem Review: Economics of Climate Change”, January, 2007. http:// 
www.hm-treasury.gov.uk/independent— reviews/stem_review—economics_climate_change/ 
stem— review— report. cfm. 

^M. Ruth, D. Coehlo, D. Karetnikov, “The US Economic Impacts of Climate Change and the 
Costs of Inaction,” A Review and Assessment by the Center for Integrative Environmental Re- 
search (CIER) at the University of Maryland, October 2007. http://www.cier.umd.eduy 
climateadaptation/index.html. 



187 


• essential infrastructures that afford us reliable services and high standards of 
living (such as water supply and water treatment) will be impacted; and 

• ecosystems, on which quality of life relies (such as forests, rivers, and lakes), 
will suffer. 

“In the West and Northwest, climate change is expected to alter precipitation pat- 
terns and snow pack, thereby increasing dry fuel loads and the risk of forest fires. 
Forest fires cost billions of dollars to suppress, and can result in significant loss of 
property. The Oakland, California fire of 1991 and the fires in San Diego and San 
Bernardino Counties in 2003 each cost over $2 billion. Every year for the past four 
years, over 7 million acres of forests in the National Forest System have burned 
with annual suppression costs of $1.3 billion or more. 

“The Great Plains and the Midwest will suffer particularly from increased fre- 
quency and severity of flooding and drought events, causing billions of dollars in 
damages to crops and property. For example, the North Dakota Red River floods in 
1997 caused $1 billion in agricultural production losses, and the Midwest floods of 
1993 inflicted $6-8 billion in damages to farmers alone. 

“The Northeast and Mid-Atlantic regions will see increased vulnerability to sea 
level rise and storms. Depending on the category of the event, evacuation costs for 
the Northeast region may range, for a single event, between $2 and $6.5 billion. 
Since 1980, there have been 70 natural weather-caused disasters, with damages to 
coastal infrastructure exceeding $1 billion per event. Taken together, their combined 
impact surpassed $560 billion in damages. 

“Decreased precipitation levels in the South and Southwest will strain water re- 
sources for agriculture, industry and households. For the agriculturally productive 
Central Valley in California alone, the estimated economy-wide loss during the dri- 
est years is predicted to be around $6 billion per year. Net agricultural income for 
the San Antonio Texas Edwards Aquifer region is predicted to decline by 16-29% 
by 2030 and by 30-45% by 2090 because of competing uses for an increasingly 
scarce resource — water. 

“The true economic impact of climate change is fraught with “hidden” costs. Be- 
sides the replacement value of infrastructure, for example, there are real costs of 
re-routing traffic, workdays and productivity lost, provision of temporary shelter and 
supplies, potential relocation and re-training costs, and others. Likewise, the in- 
creased levels of uncertainty and risk brought about by climate change impose new 
costs on the insurance, banking, and investment industries, as well as complicate 
the planning processes for the agricultural and manufacturing sectors and public 
works projects. Since the early 1990s, and especially during the 21st century, sig- 
nificant progress has been made in understanding the impacts of climate change at 
national, regional, and local scales. 

• States particularly vulnerable to climate change are likely to suffer considerable 
negative economic impacts. Florida, a prime example, can expect large revenue 
losses due to decreases in tourism as the climate worsens, losses to coastal residen- 
tial property from sea level rise, intensified hurricane damages, and increased elec- 
tricity costs for air conditioning. Those categories of damages will significantly affect 
the gross state product. In addition, Florida, like many other states, will face a 
water crisis, as hotter temperatures increase the demand for water but decrease the 
usable supply. 

Inaction on climate change also increases the chance of an abrupt, irreversible ca- 
tastrophe, which would be much worse than the predictable costs of inaction dis- 
cussed above. This point is emphasized in the Stern Review, and the economic anal- 
ysis behind it is supported by recent research by Harvard University economist 
Martin Weitzman.® The collapse and complete melting of either the Greenland or 
West Antarctic ice sheets would cause sea levels to rise by 20 feet or more, causing 
devastation of coastal cities and regions where a large fraction of the American pop- 
ulation lives. No one can say for certain at what temperature this will occur, but 
it becomes more likely as the world warms. We are taking a gamble, where the 


*Ibid. 

^See, e.g., “On Modeling and Interpreting the Economics of Catastrophic Climate Change,” 
(November 2007), where Weitzman argues that conventional cost-benefit analyses of climate 
change are misleading because they ignore nontrivial risks of genuine disaster. “Standard con- 
ventional cost-benefit analysis (CBA) of climate change does not even come remotely close to 
grappling seriously with this kind of potential for disasters. When CBA is done correctly, by in- 
cluding reasonable probabilities of (and reasonable damages from) catastrophic climate change, 
the policy implications can be radically different from the conventional advice coming out of a 
standard economic analysis that (essentially) ignores this kind of potential for disasters.” http:// 
www.economics.harvard.edu/faculty/Weitzman/papers/Modeling.pdf 
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stakes are unbelievably high and the odds get worse the longer we stay on our cur- 
rent course. 

No sensible person bets his or her home on a spin of the roulette wheel. But inac- 
tion on climate change is betting the only home humanity has. Who knows, we 
might get lucky and win the bet; a few scientists still doubt that hurricanes are get- 
ting worse. But the consequences of a bad bet are enormous. Without arguing that 
Katrina was “caused” by global warming, the misery it caused the people of Lou- 
isiana and Mississippi and the continuing economic turmoil it produced are wake- 
up calls that show how much harm a disrupted climate can produce. 

A catastrophe, such as 20 feet or more of sea level rise, is not certain to occur; 
we don’t know enough today to say how quickly we may lock in these catastrophic 
events with current emission paths. But homeowners buy fire insurance although 
they are not likely to have a fire next year; healthy young parents buy life insurance 
to protect their children, although they are not likely to die next year. The most 
catastrophic dangers from climate change are so immense that even if we believe 
the chance of catastrophe is small, it is irresponsible to ignore them. Taking action 
against climate change is life insurance for our home planet, needed to protect ev- 
eryone’s children. 


COSTS AND BENEFITS OF ACTION 

The debate on global warming in Washington has turned decisively from “Is it a 
problem?” to “What are we going to do about it and how much is it going to cost?” 
In fact, we can’t afford not to solve global warming. Economic analyses of the cost 
of reducing global warming pollution do not attempt to tally the benefits of pre- 
venting global warming. As the studies just discussed make clear, the costs of inac- 
tion are far higher than the costs of reducing emissions. 

Even considering only the direct economic implications, it is clear that action to 
reduce global warming pollution presents opportunities as well as costs, as recog- 
nized by the leading business and environmental leaders that have formed the US 
Climate Action Partnership. We need only look to California as a prime example of 
how aggressive implementation of climate friendly energy efficiency measures has 
been accompanied by strong economic growth. Due to these measures, California’s 
per capita electricity consumption has been level over the last 30 years while that 
of the US as a whole has steadily increased. Per capita electricity consumption in 
California is now more than 40 percent lower than in the rest of the country. Mean- 
while, from 1990 to 2005 the California economy grew by more than 50 percent in 
real terms, an average annual growth rate of 2.9 percent.® And from 2003-2006 
California has had an average annual real growth rate of 4 percent, while nationally 
the growth rate was 3.1 percent per year.'^ 

The results of recent economic studies analyzing the costs of global warming cap 
and trade bills have shown that we can cut our global warming pollution substan- 
tially in a manner that is affordable for consumers and the US economy as a whole. 

A useful starting point is EPA’s analysis of the “Climate Stewardship and Innova- 
tion Act of 2007” (S. 280), introduced by Senators Joe Lieberman (I-CT) and John 
McCain (R-AZ) in January of this year.® This bill is similar to ACSA in its cap lev- 
els and overall structure. The bottom line from this EPA analysis is that solving 
global warming is affordable. 

EPA finds that reducing global warming pollution will have an imperceptible ef- 
fect on economic output overall. If we take no action to cut emissions, GDP is pro- 
jected to grow at 2.61-2.72 percent per year from 2010 to 2050, which of course ig- 
nores the prospect that climate disruption in this period would harm the economy. 
With S. 280, GDP grows between 2.54-2.69 percent per year. EPA’s analysis, which 
we consider to be conservative, finds that the reduction in GDP growth from enact- 
ing the Climate Stewardship Act is a mere 0.03-0.07 percent per year. If S. 280 
were enacted, consumption of goods and services by U.S. households would increase 
103% between 2005 and 2030, according to the Applied Dynamic Analysis of the 
Global Economy (ADAGE) model used by EPA, which is virtually indistinguishable 
from the 105% increase projected without the legislation. Of course, household con- 
sumption is not the same as welfare. It does not include the value we place on re- 
ducing the risk of catastrophic storms, preserving our favorite beaches and alpine 


^California Department of Finance, http: I lwww.dofca.gov/htmllFS— DATA/STAT ABS/TA- 

BLES/dl.xls. 

"^Bureau of Economic Analysis, U.S Department of Commerce, http: 1 1 www.bea.gov / national! 
xls lgdplev.xls. 

® United States Environmental Protection Agency’s Analysis of Senate Bill S. 280 in the 110th 
Congress, The Climate Stewardship and Innovation Act of 2007, July 2007. http://www.epa.gov/ 
climatechange/economicanalyses.html#s280 
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meadows, and preventing polar bears and countless other species from being driven 
to extinction. 

What about energy prices? Changes would be far smaller and less disruptive than 
those consumers have experienced in recent years. According to EPA’s analysis, S. 
280 would have modest impacts on electricity and gasoline prices, and natural gas 
prices would not be significantly affected. The ADAGE model projects that the price 
of CO 2 allowances will be $27/ton in 2030, which would add 23 cents per gallon to 
the price of gasoline. But unlike recent, much larger, price increases, the money 
won’t go to OPEC or national oil-producing economies under laws like ACSA. The 
money we spend on global warming solutions will be spent in the U.S., creating new 
jobs and economic opportunities. ACSA helps ensure this result by directing over 
time the entire economic resource created by the emission allowance program to 
public benefits, such as helping finance more fuel-efficient vehicles, homes, and ap- 
pliances for American consumers and promoting the deployment of climate-friendly 
technologies here at home. 

EPA projects that S. 280 would increase electricity prices somewhat (less than 1 
cent per kilowatt-hour), but we don’t write checks for prices, we write them for en- 
ergy bills. EPA concludes that under S. 280 the total cost of generating electricity 
would decrease 7 percent in 2025 because energy efficiency measures will reduce 
total electricity consumption. Along with lower power production come significant 
health benefits from lower particulate and mercury emissions from power plants. 

Using a version of the ADAGE model employed by EPA, the Nicholas Institute 
at Duke University just completed an analysis of the August 2nd version of ACSA.^ 
Their results were very similar to EPA’s results for the Climate Stewardship Act. 
In particular, the Duke study found that compliance with the targets has a small 
effect on rising GDP. By 2030 GDP is projected to increase 112% from 2005 levels 
in the Reference Case, and by 2050 the projected increase in GDP from 2005 levels 
is 238%. Under ACSA, GDP is projected to increase 111% by 2030 and 236% by 
2050. 

In reality, the opportunities to cost-effectively reduce total energy demand are 
greater than considered in EPA’s or Duke’s analysis. Stronger building and appli- 
ance efficiency standards, a national Renewable Electricity Standard, and higher ve- 
hicle fuel economy standards are all part of a sound energy policy designed to in- 
crease energy security and lower consumer costs by overcoming market barriers 
that are slowing the adoption of these technologies. These policies would also help 
achieve the global warming pollution reductions required by ACSA, reducing compli- 
ance costs. EPA’s analysis of S. 280 does not consider these complementary energy 
policies. As a result it understates the role that renewable energy and vehicle effi- 
ciency improvements can play in achieving the emission reductions required by the 
bill, and overstates the role of other low-emission electricity generating technologies, 
offsets, and international credits. Several such complementary energy policies are 
included in ACSA and Congress can act even more quickly to adopt these policies 
by enacting this year a strong energy bill incorporating the best elements of the 
House- and Senate-passed bills. 

It bears highlighting that no economic model can fully anticipate the advances in 
technology likely to be spurred by a policy package that caps and reduces emissions 
and uses allowances and performance standards to promote innovation. For exam- 
ple, prior to enactment of the cap on S02 emissions in the 1990 Clean Air Act 
amendments, EPA projected that the price of S02 allowances would be $500-$1000 
per ton.i° In fact, prices have been far lower, generally in the range of $100 to $200 
per ton until it became clear that emission limits would be tightened further than 
originally enacted by Congress. 

To ensure the affordability of a global warming cap and trade bill the legislation 
must be designed smartly. That means establishing a firm pollution cap that will 
spur innovation, allowing trading such that emission reductions can be made at 
least-cost, and using the value of emission allowances in the public interest making 
it possible to offset any increases in energy costs for low and middle-income con- 
sumers. A recent MIT analysis of the Lieherman-McCain Climate Stewardship Act 
found that a family of four could receive in 2015 more than $3500 in revenue from 


^B.C. Murray and M.T. Ross, “The Lieberman-Warner America’s Climate Security Act: A Pre- 
liminary Assessment of Potential Economic Impacts’’, October 2007. http:// 
www.nicholas.duke.edu/institute/econsummary.pdf. 

i^’Acid Rain Program: 2005 Progress Report, http://epa.gov/airmarkets/progress/docs/ 
2005report.pdf 
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the auction of allowances under this legislation, increasing over the years of the pro- 
gram. 

Some economic analyses estimate much higher costs. In particular, during the 
hearing last Thursday (November 8, 2007) you heard testimony from Dr. Anne 
Smith of CRA International and Dr. Margo Thorning of American Council for Cap- 
ital Formation. We believe their analyses are seriously flawed. The attached memo- 
randum from several well respected economists who have worked and published in 
the field of climate economics and energy economics for over three decades identifies 
some of the most serious defects, including the failure to examine the economic ben- 
efits of protecting the climate and the unjustified assumption that the business as 
usual economy operates in a perfect welfare-maximizing fashion. The memo’s pur- 
pose is to promote understanding of the issue of abatement cost studies by pointing 
out the economic logic, assumptions, and deficiencies of the CRA and ACCF anal- 
yses in relation to best-practice in this field. This is especially important because 
these analyses have been privately produced and have not appeared in the peer-re- 
viewed literature. 

Focusing briefly on Dr. Smith’s testimony, her analysis suggests that most of the 
emission reductions will occur in the electricity sector, neglecting opportunities to 
reduce emissions in industry and the transportation sector. Further, the CRA model 
limits the amount of advanced technology that can come into the electricity sector 
in the future — for example, constraining deployment rates for carbon capture and 
disposal systems and assuming less penetration of renewable energy than Energy 
Information Administration’s Annual Energy Outlook. 

Other issues with CRA modeling include an artificially high emissions “baseline” 
(what would happen without a cap), which results in much higher costs for com- 
plying with emission caps. For example, the Energy Information Administration es- 
timates additional lower carbon energy capacity will come on board even without 
a climate policy. EIA assumes that in coming decades if new coal plants are built 
they will probably be IGCC plants. However, CRA assumes business as usual coal 
technology and therefore factors in the full cost of new advanced technologies like 
IGCC with CCS when only the incremental costs of CCS should be included, thereby 
significantly increasing the overall cost estimates. 

As a result of these and other assumptions, the cost impacts predicted by CRA 
are much higher than EPA’s or Duke University’s Nicholas School’s recent modeling, 
which find that compliance with the emissions targets has only a small effect on 
GDP. 

Finally, CRA’s suggestion that delaying emission reductions would reduce costs ig- 
nores the primary driver of innovation. Entrepreneurs will only invest in developing 
and deploying the low-emission technologies we need if a market for these innova- 
tions is established by capping global warming pollution now. Delaying action will 
only delay progress in further reducing the costs of the many technology options 
available today. 

When all is said and done, solving global warming is not only affordable, it is like- 
ly to be beneficial to the economy as well as our environment and public health. 
But even if it costs several times as much as EPA’s or Duke’s estimates, it is still 
a much better choice than gambling our future through inaction. (See attached 
“Economists’ Statement on Climate Change”) 

We have the solutions — cleaner energy sources, new vehicle technologies and in- 
dustrial processes and enhanced energy efficiency. What we lack is the policy frame- 
work to push business investments in the right direction and to get these solutions 
in the hands of consumers. America’s Climate Security Act is a solid start on a pol- 
icy framework that will trigger the necessary technological innovation in a manner 
that will strengthen our economy and lower the risk of catastrophic climate disrup- 
tion. 


GLOBAL WARMING POLLUTION REDUCTIONS UNDER ACSA (AS AMENDED IN 
SUBCOMMITTEE) 

NRDC appreciates that ACSA was amended in the Subcommittee last week to ex- 
pand its coverage of natural gas emissions. The bill covers all sources of global 
warming pollution that emit more than 10,000 tons of carbon dioxide equivalent per 
year in the electric power and industrial sectors as well as all transportation fuel 
providers whose products will produce more than 10,000 tons per year when con- 


US. Paltsev, J.M. Reilly, H.D. Jacoby, A.C. Gurgel, G. E. Metcalf, A.P. Sokolov, and J.F. 
Holak, “Assessment of U.S. Cap-and-Trade Proposals”, MIT Joint Program on the Science and 
Policy of Global Change, Report No. 146, p. 25, April 2007. http://web.mit.edu/glohalchange/ 
www/MIT JPSPGC_Rptl46.pdf 
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sumed, and as amended in the Subcommittee, all emissions from natural gas con- 
sumption in the United States. 

The expanded coverage adopted in Subcommittee significantly increases the emis- 
sion reductions that ACSA would achieve. A recent analysis by the World Resources 
Institute (WRI) estimates that the bill, as amended, covers 84% of U.S. emissions, 
up from 75% as originally introduced. 

The impact of the bill on total greenhouse gas emissions depends on assumptions 
made about state action, emissions from non-covered sources, and changes in bio- 
lomcal carbon sequestration. The bill includes incentives for states to adopt climate 
policies that are more stringent than the federal program, to adopt and enforce 
model building codes, decouple electric and gas utility revenue from sales, and make 
energy efficiency investments as profitable as increasing energy supplies. The bill 
also includes energy efficiency standards for residential boilers and provisions re- 
quiring regular updates to residential and commercial building codes. Finally, the 
bill sets aside 5% of the total allowance pool to promote increased biological seques- 
tration in domestic farms and forests and an additional 2.5% for similar inter- 
national efforts. 

These provisions will reduce emissions from non-covered sources below business 
as usual levels but the ma^itude of these benefits is difficult to quantify. NRDC 
has constructed an Optimistic and Pessimistic case to bound the likely range of total 
greenhouse gas emission reductions under the bill. 

• State Programs: 

• The Optimistic case assumes that any states that enact climate programs 
more stringent than the federal program retire the bonus allowances allocated 
to them (2% of the total allowance pool). While the bill makes clear that 
states have the authority to enforce global warming pollution standards more 
stringent than federal requirements currently there is no clear mechanism by 
which these state programs would result in reductions in national emissions 
other than by retiring their bonus allowances. Further elaboration of the state 
authority provisions could allow for greater national benefits from state pro- 
grams. 

• The Pessimistic case assumes that these states programs help achieve the 
emission caps specified in the bill but do not achieve additional environmental 
benefits. 

• Emissions from non-covered sources: 

• In the Optimistic case non-covered emissions from the residential and com- 
mercial sectors and non-covered methane emissions are assumed to decline at 
the same annual rate as they did from 2000 to 2005 (0.7% and 1.2%, respec- 
tively). Emissions of nitrous oxide and other non-covered greenhouse gases 
are assumed to remain constant at 2005 levels. In addition, the 7.5% allow- 
ance set aside for biological sequestration is assumed to generate one ton of 
benefits for each ton of allowances devoted to this purpose. 

• In the Pessimistic case emissions from all non-covered sources are assumed 
to increase at the rate projected by EPA in its analysis of S. 280 using the 
ADAGE model (0.3% per year) and the 7.5% allowance set aside for biological 
sequestration is assumed to generate 0.5 tons of benefits for each ton of allow- 
ances devoted to this purpose. 

Based on these assumptions, we estimate that ACSA, as reported by the Sub- 
committee, would reduce total U.S. greenhouse gas emissions by 18 to 24 percent 
in 2020 compared to 2005 levels. By 2050 the bill would reduce total emissions by 
59 to 66 percent. More detailed results are provided in the table below. 


Year 

Emissions of Covered 
Sources 

Estimated Total 
Emissions Optimistic 
Case (MMTCOie) 

Estimated Total 
Emissions Pessi- 
mistic Case 
(MMTCOie) 

Reductions in Emis- 
sions from Covered 
Sources (2005 Base- 
line) 

Estimated Range of 
Reductions in Total 
Greenhouse Gas 
Emissions (2005 
Baseline) 

2012 

5,773 

6,359 

6,715 

6 % 

8 - 12 % 

2020 

4,920 

5,538 

5,923 

20% 

18 - 24 % 

2030 

3,854 

4,517 

4,933 

37 % 

32 - 38 % 


While some “anyway” tons are likely to be promoted through these programs the cost per 
ton to reduce emissions through biological sequestration is expected to be less than the market 
price for allowances within the cap. The assumption here is that price differential between the 
incentives for biological sequestration and the price of allowances sold compensates for the any- 
way tons. 
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Year 

Emissions of Covered 
Sources 

Estimated Total 
Emissions Optimistic 
Case (MMTCOie) 

Estimated Total 
Emissions Pessi- 
mistic Case 
(MMTCOse) 

Reductions in Emis- 
sions from Covered 
Sources (2005 Base- 
line) 

Estimated Range of 
Reductions in Total 
Greenhouse Gas 
Emissions (2005 
Baseline) 

2040 

2,789 

3,501 

3,945 

54% 

46-52% 

2050 

1,732 

2,499 

2,966 

72% 

59-66% 



COVERAGE OF EMISSIONS 

The cap and trade program should cover as much of the economy’s GHG emissions 
as is possible. We commend the Subcommittee for expanding the bill’s coverage to 
include all emissions from the use of natural gas. Similar to the transportation sec- 
tor, it is not feasible to cover emissions from natural gas use in homes and offices 
at the point of emission due to the very large number of small sources. It is, how- 
ever, feasible to include these emissions within the cap by moving the point of regu- 
lation upstream. We believe the most straightforward way to implement full cov- 
erage of natural gas is to keep coverage in the electric power and industrial sector 
at the point of emission as in ACSA as introduced, and to make all natural gas dis- 
tributors above a given size threshold responsible for managing allowances for emis- 
sions by their residential and commercial customers (e.g. all distributors that sell 
natural gas to residential and commercial customers, the combustion of which gen- 
erates more than 10,000 tons of carbon dioxide equivalents). 

Alternatively, allowances could be managed by interstate and intrastate pipelines 
or by a combination of natural gas processors, importers, and pipelines for gas that 
is not processed. Downstream sources would not be required to submit allowances 
for emissions associated with their use of natural gas. This option is only acceptable 
if it is implemented in a way that prevents bypass of the point of regulation. Fur- 
thermore, this option moves the point of regulation further away from the actors 
who have direct control or influence over emissions. This could reduce the respon- 
siveness of emitters to the cap, increasing compliance costs. 

ALLOWANCE ALLOCATIONS AND OTHER POLICIES UNDER ACSA 

ACSA would implement its cap and reductions through an allowance trading sys- 
tem. NRDC agrees that — combined with complementary policies, some of which are 
contained in this bill and in other legislation, such as the pending energy bill — this 
is the most effective and efficient approach to curbing global warming pollution. As 
the sponsors are aware, a cap and trade system requires attention to how the emis- 
sions allowances are allocated, and for what purposes. It is important to distinguish 
between the abatement cost of a cap and trade system and its distributional impli- 
cations. The abatement cost will be significant, but far less than the cost of inaction. 
At the same time, the value of the pollution allowances created by the law will be 
higher than the abatement costs: some estimates place their value between $30 and 
100 billion per year. 

NRDC believes these pollution allowances are a public trust. They represent per- 
mission to use the atmosphere, which belongs to all of us, to “dispose of’ global 
warming pollution. As such, they are not a private resource owned by historical 
emitters and such emitters do not have a permanent right to free allowances. The 
value of the allowances should be used for public purposes including promoting 
clean energy solutions, protecting the poor and other consumers, ensuring a just 
transition for workers in affected industries, and preventing human and ecosystem 
impacts both here and abroad, especially where they can lead to conflicts and 
threats to security. 

ACSA embraces the principle that these pollution allowances should be used for 
public purposes but it implements the principle too slowly. NRDC believes that over 
the first 25 years of the program the bill gives away more allowances to the biggest 
emitting firms than is needed to fully compensate such firms for the effects of their 
compliance obligations on the firms’ economic values. The result is that there are 
not enough allocations available to fully meet public needs. As discussed more fully 
below, the allowance allocations in the bill can be substantially improved. 


10,000 tons of CO 2 corresponds to 183 million cubic feet of natural gas. There are about 
500 entities that distribute this volume of natural gas or more to residential and commercial 
customers. 
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ACSA also allows the owner or operator of a covered facility to satisfy up to 15 
percent of a given year’s compliance obligation using “offsets” generated within the 
United States. These offsets would come from activities that are not covered by the 
emissions cap. The 15 percent limitation is essential to ensure the integrity of the 
emissions cap in the bill and to spur technology innovation. The total amount of off- 
sets allowed should not be increased. In addition, as discussed below, further 
changes to the bill should be made regarding the types of offsets that should be al- 
lowed and the conditions for such offsets. 

We are pleased to note that ACSA includes “cost containment” provisions that 
protect the integrity of the emissions cap and preserve incentives for technology in- 
novation. In particular, we commend your rejection of the misnamed “safety valve” 
concept that would allow the government to print unlimited pollution allowances at 
a set price. 

The fundamental problem with the safety valve is that it breaks the cap without 
ever making up for the excess emissions. Simply put, the cap doesn’t decline as 
needed or, worse, keeps growing. “Safety valve” is actually a misleading name. In 
boiler design, the role of a safety valve is to allow pressures to build within the ves- 
sel to working levels, well above atmospheric pressure. A safety valve’s function is 
to open on the rare occasion when the boiler is pressured beyond its safe operating 
range, to keep it from exploding. In the life of a well-run boiler, the safety valve 
may never open. Imagine, however, a boiler designed with a valve set to open just 
slightly above normal atmospheric pressure. The valve would always be open, and 
the boiler would never accomplish any useful work. That is the problem with the 
safety valve design in other legislative proposals. The valve is set at such a low level 
that it is likely to be open virtually all the time. 

In addition to breaking the U.S. cap, a safety valve also would prevent U.S. par- 
ticipation in international trading systems. If trading were allowed between the U.S. 
and other capped nations, a major distortion would occur. Firms in other countries 
(acting directly or through brokers) would seek to purchase U.S. lower-priced allow- 
ances. Their demand would almost immediately drive the U.S. allowance price to 
the safety valve level, triggering the “printing” of more American allowances. For- 
eign demand for newly-minted U.S. safety valve allowances would continue until the 
world price dropped to the same level. The net result would be to flood the world 
market with far more allowances — and far less emission reduction — than antici- 
pated. 

Although NRDC believes that the primary and most effective cost containment de- 
vice in any mandatory legislation will be the cap and trade system itself, NRDC also 
supports other means of providing flexibility. Banking has long been a feature of 
cap and trade systems. We also support the bill’s provisions allowing firms to bor- 
row allowances with appropriate interest and payback guarantees. The bill includes 
a further provision, nicknamed the Carbon Fed, based upon a proposal developed 
by Senators Warner, Graham, Lincoln and Landrieu. The board created under this 
provision is charged with monitoring the carbon market and is authorized to change 
the terms of allowance borrowing, including the interest rate and the time period 
for repayment. Crucially, however, the Carbon Fed does not have the authority to 
change the cumulative emissions cap. Under such a proposal, the environment is 
protected and cost volatility is minimized. 

AREAS FOR ADDITIONAL IMPROVEMENT 

While ACSA provides a solid framework for sound global warming legislation, 
there are some significant areas in which it can and should be substantially im- 
proved. A more detailed discussion of these areas follows: 

Scientific Review of Targets 

The bill as introduced includes a provision under which the National Academy of 
Sciences would assess the extent to which emissions reductions required under the 
Act are being achieved, and would determine whether such reductions are sufficient 
to avoid dangerous global warming. However, unlike the similar provisions of the 
Sanders/Boxer legislation, ACSA does not authorize the Environmental Protection 
Agency to respond to the NAS assessments and reports by adjusting the applicable 
targets. The bill should be revised to allow EPA to take all necessary actions to 
avoid dangerous global warming by requiring additional reductions, including by 
changing applicable targets or through increasing the coverage of the bill. 

Complementary Performance Standards 

Performance standards for key sectors are an important complement to the com- 
prehensive cap on emissions. The bill recognizes the importance of performance 
standards for building codes and appliance efficiency and contains standards for 
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these energy consuming activities. But energy producers also need performance 
standards to avoid counterproductive investments in the early years of the program. 

Carbon Capture and Disposal 

Perhaps the most important performance standard for the energy production sec- 
tor is for coal-fired electric generation. It is critical to recognize that continued in- 
vestments in old technology will “lock in” high carbon emissions for many decades 
to come and create a tremendous economic burden. This is particularly so for the 
next generation of coal-fired power plants. Power plant investments are large and 
long-lasting. A single plant costs around $2 billion and will operate for 60 years or 
more. If we decide to do it, the United States and other nations could build and op- 
erate new coal plants that return their CO 2 to the ground instead of polluting the 
atmosphere. With every month of delay we lose a piece of that opportunity and com- 
mit ourselves to 60 years of emissions. The International Energy Agency (lEA) fore- 
casts that more than 20 trillion dollars will be spent globally on new energy tech- 
nolo^es between now and 2030. 

It is critical that we stop building new coal plants that release all of their carbon 
dioxide to the air. The Sanders-Boxer bill contains two complementary performance 
standards for coal plants and we recommend the Committee incorporate these con- 
cepts into ACSA. The first standard is a CO 2 emissions standard that applies to new 
power investments. California enacted such a measure in SB1368 last year. It re- 
quires new investments for sale of power in California to meet a performance stand- 
ard that is achievable by coal plants using CO 2 capture. 

The second standard is a low-carbon generation obligation for coal-based power. 
The low-carbon generation obligation requires an initially small fraction of sales 
from coal-based power to meet a CO 2 performance standard that is achievable with 
carbon capture. The required fraction of sales would increase gradually over time 
and the obligation would be tradable. Thus, a coal-based generating firm could meet 
the requirement by building a plant with carbon capture, by purchasing power gen- 
erated by another source that meets the standard, or by purchasing credits from 
those who build such plants. This approach has the advantage of speeding the de- 
ployment of carbon capture systems while avoiding the “first mover penalty.” In- 
stead of causing the first builder of a commercial coal plant with carbon capture to 
bear all of the incremental costs, allowance incentives and the tradable low-carbon 
generation obligation would spread those costs over the entire coal-based generation 
system. 

With such performance standards included, the bill could — at no added cost — pre- 
vent construction of new uncontrolled coal power plants and free up some of the in- 
centive allowances for other purposes. 

The bill contains several incentive provisions to reward developers who incor- 
porate carbon capture and geologic disposal systems for new coal plants. NRDC sup- 
ports such incentives though we believe that the bill currently over allocates to car- 
bon capture and disposal (CCD) projects. In particular, the program for advanced 
coal under the auction is limited to 20 GW, but is allocated more revenue than it 
would need to deploy this capacity. As a result this amount could be reduced signifi- 
cantly without reducing the number of projects that are supported. In addition, the 
bonus allowance program for CCD provides more of an incentive than is needed 
given the caps in the bill. These revenues and allowances could be put toward other 
public benefits such as the adaptation needs of disadvantaged peoples and commu- 
nities in the U.S and internationally who will be adversely affected by global warm- 
ing impacts. 

Some have argued that key technologies, such as carbon capture and disposal 
(CCD) are not yet available or are only available now at exorbitant cost. Such argu- 
ments are incorrect. All the elements of CCD systems are actually in use today but 
not are used in an integrated fashion. Arguments that claim full CCD systems are 
not ready because they are not in use today, under today’s market conditions, fun- 
damentally miss the point that sound global warming legislation will create the 
market conditions for deployment of such systems going forward from today. 

Expert studies have concluded that we have the knowledge base now to proceed 
safely with geologic disposal of carbon dioxide in the amounts produced by the typ- 
ical coal fueled power plant. 


^"^See, e.g., the “Special Report on Carbon Dioxide Capture and Storage” of the Intergovern- 
mental Panel on Climate Change discussed in Appendix C. See also, MIT’s report on “The Fu- 
ture of Coal” (2007). The MIT report’s lead authors, Professors John Deutch and Ernest Moniz, 
had this to say about the safety of multi-million ton injection projects to the Senate Energy and 
Natural Resources Committee in March 2007: Each plant will need to capture millions of metric 
tonnes of CO 2 each year. Over a 50-year lifetime, one such plant would inject about a billion 
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Taking a frozen snapshot of the cost of carhon control technologies today is also 
misleading. Think how wrong such an assessment would have heen if applied to 
computer technology at any point in the last thirty years. Speed and capacity have 
increased hy orders of magnitude as costs plummeted. We now carry more com- 
puting power in our cell phones than the Apollo astronauts carried to the moon. 
Once market signals are in place, it will he the same for technologies such as carbon 
capture and disposal, 

Low-Carbon Fuels Standard 

Other complementary policies should also be considered for sectors such as the 
transportation area. NRDC supports a Low Carbon Fuel Standard, which would cut 
greenhouse gas emissions from fuels by 10% from today’s levels by 2020 and spur 
development and use of cellulosic ethanol and other low carbon fuels. We support 
inclusion of such a performance standard in ACSA. It is also important to note that 
other ongoing efforts in the Senate, such as the Corporate Average Fuel Economy 
measures included in the Senate energy bill, could lead to substantial reductions in 
greenhouse gas emissions and if enacted, will provide another important com- 
plement to the provisions in ACSA. 

Offsets 

ACSA allows the owner or operator of a covered facility to satisfy up to 15 percent 
of a given year’s compliance obligation using “offsets” generated within the United 
States. These offsets would come from activities that are not covered by the emis- 
sions cap. 

While there are many emission reduction activities outside the cap that are worth 
encouraging, many experts have worked for more than 30 years in an attempt to 
produce reliable, workable offset programs in both the clean air and global warming 
contexts but there is little reason for satisfaction with the results. Even if criteria 
for measurability and enforceability are met, offsets still have the potential to break 
the cap because of difficulties in assuring that actions being credited are actually 
“additional” — i.e., that they are not simply actions that would have taken place any- 
way in the absence of credit. 

'The additionality problem is not readily soluble, because it is extraordinarily dif- 
ficult to devise workable rules for determining business-as-usual baselines at the 
project level. In some areas, credits may leverage new actions that would not have 
occurred, with a minimum of credit bestowed on “anyway” actions. But far more 
often, “anyway” actions make up a large — even dominant — fraction of the reductions 
credited. If offsets represent even a small percentage of “anyway” tons, climate pro- 
tection actually moves backwards. A full ton is added to the cap in exchange for an 
action that may represent only 0.9 ton of reduction — or worse, 0.1 ton of reduction. 
With each offset, net emissions increase. 

Offsets also can delay key industries’ investments in transformative technologies 
that are necessary to meet the declining cap. For instance, unlimited availability of 
offsets could lead utilities to build high-emitting coal plants instead of investing in 
efficiency, renewables, or plants equipped with carbon capture and storage. 

For these reasons, NRDC has proposed setting aside a portion of the allowances 
from within the cap to incentivize mitigation actions from sources, like agriculture, 
that are outside the cap. Since the allowances would come from within the cap, they 
do not run the risk of expanding actual emissions as a result of rewarding this ac- 
tivity. Another acceptable approach would be to allow only a limited quantity of off- 
sets in the cap-and-trade design. 

The LiebermanA¥arner bill takes both approaches. The bill includes a “set aside” 
for agricultural reductions which would provide allowances from within the cap, and 
the bill also limits domestic offsets from outside the cap to 15 percent of a facility’s 
annual compliance obligation. 

NRDC believes that there are some additional changes needed in the offset provi- 
sions to remove offsets for forest management activities, where additionality fun- 
damentally cannot be guaranteed. Moreover forest management activities focused on 


barrels of compressed CO 2 for sequestration. We have confidence that megatonne scale injection 
at muiltiple well-characterized sites can start safely now, but an extensive program is needed 
to establish public confidence in the practical operation of large scale sequestration facilities 
over extended periods and to demonstrate the technical economic characteristics of the seques- 
tration activity.” {Deutch, emphasis supplied); “I think the important thing to emphasize, so 
there’s no confusion, is that we feel very, very confident about the wisdom of going ahead now 
with those mega-ton per-year projects.” (Moniz). U.S. Senate, Energy and Natural Resources 
Committee, “Future of Coal,” March 22, 2007, S. Hrg. 110-69 at 9, 11. 

Appendix C contains a more thorough discussion of the readiness of carbon capture and dis- 
posal systems. 
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maximizing carbon storage could result in ecological damage to forests, which have 
many functions in addition to carhon storage. The authority of the Carhon Market 
Efficiency Board to expand the use of offsets should also he constrained. A number 
of other safeguards need to he strengthened. We will be glad to continue working 
with your staff regarding these provisions. 

ALLOCATION OF ALLOWANCES 

The Lieberman/Warner bill recognizes that allowances can and should he used to 
achieve important public purposes, but the bill provides too many allowances for 
free to emitters in the early years of the program. 

The bill provides allowances for public purposes in two ways: 

(1) auctioned allowances, with the proceeds of the auction going for such purposes 
as climate-friendly technologies, low income energy consumers, wildlife adaptation, 
national security/global warming measures and worker training. 

(2) free allowances to electricity consumers, state and tribal governments, and 
U.S. farmers and foresters, for a range of designated public purposes. 

But the bill also initially gives 40 percent of the allowances for free to emitters 
in the electric and industrial sectors with no requirement that these allowances be 
used for public purposes. These free allowances to emitters continue at gradually 
reduced rates until 2036 when they are terminated. The amount of allowances that 
are auctioned for public purposes grows from 24 percent in 2012 to 73 percent in 
2036. 

NRDC appreciates the substantial changes that have been made to ACSA since 
the bill outline was released in August. These changes include eliminating the per- 
petual free allocation to industrial emitters and removing free allowances to oil and 
coal companies. 

The current bill’s allocation to electric power and industrial emitters, however, is 
still much higher than justified under “hold-harmless” principles and will result in 
windfall profits to the shareholders of emitters. For example, an economic analysis 
by Larry Goulder of Stanford University suggests that in an economy-wide up- 
stream cap and trade program, only 13% of the allowances will be needed to cover 
the costs that fossil-fuel providers would not be able to pass on to their customers. 
Similar analyses, with similar results, have been conducted by Resources for The 
Future and the Congressional Budget Office. 

As a result, NRDC believes that the bill should be improved substantially by re- 
ducing the starting percentage of free allowances to emitters and phasing them out 
faster — within 10-15 years of enactment. This would allow a greater percentage of 
the allowances to be devoted to public purposes initially and in later years. In par- 
ticular, reducing the free allocations to emitters would allow for more resources to 
be directed to states, to low-income consumers in the United States, and to the most 
vulnerable among us both here and abroad. 

INTERNATIONAL COOPERATION 

The bill includes a provision to encourage other nations to join in action to reduce 
greenhouse gas emissions, and to protect American businesses and workers from un- 
fair competition if specific nations decline to cooperate. Under this provision, the 
United States would seek to negotiate for “comparable emissions reductions” from 
other emitting countries within 8 years of enactment. Countries failing to make 
such commitments would be required to submit greenhouse gas allowances for cer- 
tain carbon intensive products. NRDC supports this provision, while bearing in 
mind that the U.S., as the world’s greatest contributor to the burden of global 
warming pollution already in the atmosphere, needs to show leadership in meeting 
the global warming challenge. 


ADAPTATION ISSUES 

The sad truth is that if we do our utmost to cut global warming pollution starting 
tomorrow, people and sensitive ecosystems we depend on will still suffer serious im- 
pacts due to the emissions that are already in the air and those “in the pipeline.” 
We must do what we can now to ensure that communities and natural ecosystems 
are best prepared to withstand and adapt to ongoing and expected change. 

The impacts of global warming will be felt to a much greater extent by vulnerable 
communities abroad, particularly those in the least developed countries that bear 
the smallest share of responsibility for increases in greenhouse gas concentrations. 

The average American is responsible for many times more emissions than an av- 
erage citizen of most African countries. Providing assistance for international adap- 
tation is not only the right thing to do, it is also in our national interest. Global 
warming is a destabilizing force that will act against our hopes for the advancement 
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of human rights and democracy. It will elevate the risk of displacement, famine, and 
poverty — the kind of conditions in which violence, oppression, and radical ideologies 
can flourish. Providing support for adaptation will also help advance international 
negotiations toward an effective global agreement for the period beyond 2012. 

But our motive for providing help should not rest solely on whether these coun- 
tries are a “security” threat, but also because this is the right thing to do, and be- 
cause we have a crucial opportunity to ameliorate worldwide suffering by assisting 
these nations in adopting more sustainable energy and development paths. 

Chairman Boxer, and the other members of the Committee, the work that you and 
your staff have done on this bill marks an important milestone in the movement 
toward enactment of strong, bipartisan global warming legislation. We look forward 
to further progress as your legislation moves through the Environment and Public 
Works Committee, and we at NRDC stand ready to assist in anyway possible. 

Thank you for the opportunity to testify and I would be pleased to answer any 
questions that you may have. 
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APPENDIX A 

Economists’ Statement on Climate Change 
Statement Signed November 7, 2007 

As economists, we believe that the overwhelming scientific evidence of climate change warrants 
significant reductions in greenhouse gas emissions to insure against potentially catastrophic 
social, environmental, and economic risks. 

The Bush Administration and Congress have repeatedly heard that policies requiring 
domestic emission reductions will prove too costly to the economy and result in significant job 
loss. As economists, we disagree with this assessment. Economic theory does not require us to 
ignore the threat of climate change. Climate policy should reflect our responsibility to future 
generations, the long-term benefits of a growing and innovative economy, and equity in sharing 
the burdens associated with the necessary reductions in emissions of greenhouse gases. We need 
to invest in an “insurance policy” that reduces the risks of catastrophic climate change. Well- 
designed policies that encourage switching to energy-efficient technologies and renewable energy 
resources will enable these emissions reductions to be made cost-effectively, and will encourage 
additional technological progress as well. The economy cannot be stable and dynamic in the long 
run if the Earth is threatened by disastrous climate change. 

Smart climate policy will involve: (i) large-scale public investment to support the rapid transition 
to new technologies, (ii) a cap-and-trade system that sells polluters the rights to generate a limited 
and steadily declining amount of emissions and recycles the revenues equitably, and (iii) a 
cooperative international approach to climate change that situates domestic emissions reduction 
as part of a global response to climate change. As the largest and most powerful nation in the 
world economy, it is our responsibility to lead the search for global wanning solutions. 

Sincerely, 

Frank Ackerman, Tuffs University 

Paul Baer, EcoEquity 

James Barrett, Redefining Progress 

James Boyce, University of Massachusetts, Amherst 

Nathan Sivers Boyce, Willamette University 

Gardner Brown, University of Washington 

Graciela Chichilnisky, Columbia University 

Herman Daly, University of Maryland 

Stephen DeCanio, University of California, Santa Barbara 

Thomas Drennen, Hobart and William Smith College 

Jon Erickson, University of Vermont 

James K. Galbraith, University of Texas 

Gloria Helfand, University of Michigan 

Eban Goodstein, Lewis and Clark College 

Robin Hahnel, American University 

Darwin Hall, California State University, Long Beach 

Jane Hall, California State University, Fullerton 

Farzin Hossein, University of California, Davis 

Richard Howarth, Dartmouth College 

William Jaeger, Oregon State University 

Neha Khanna, State University of NY, Binghampton 

John “Skip” Laitner, American Council for an Energy Efficient Economy 
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David Levy, University of Maryland, Baltimore 

Roz Naylor, Stanford University 

Richard Norgaard, University of California, Berkeley 

Astrid Scholz, Ecotrust 

Juliet Schor, Boston College 

Kristen A. Sheeran, St. Mary’s College of Maryland 

Tom Tietenberg, Colby College 

David J Vail, Bowdoin College 

All signatories endorse this statement as individuals and not on behalf of their institutions. 
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APPENDIX B 


Memorandum to: Senator Boxer 

Chair of the Senate Environment and Public Works Committee 


From: Kristen A. Sheeran Ph.D. 

Executive Director 

Economics for Equity and the Environment: E3 Network 


Having examined the statements of Anne E. Smith of Charles River Associates (CRA), 
and Margo Thoming of the Americem Council for Capital Formation (ACCF) regarding 
the impacts of America’s Climate Security Act (S.2191), I have drafted the following 
response on behalf of E3 Network’s climate economists. We bring to this analysis our 
combined experience and expertise as professional and academic economists who have 
worked and published in the field of climate economics and energy economics for over 
three decades. 

The purpose of this memorandum is not to review all of the studies that have been 
conducted on S. 2191, nor to provide a comprehensive review of the literature. Our 
purpose is to illuminate the debate over S.2191 by pointing out the economic logic, 
assumptions, and deficiencies of the CRA and ACCF analyses in relation to best-practice 
in this field. This is especially important because these analyses have been privately 
produced and have not appeared in the peer-reviewed literature. Without a careful 
discussion of their methodology, it is difficult, if not impossible, for lawmakers to assess 
its value as policy guidance. 

The Broader Context: 

It goes without saying that legislation such as S. 2191 has both moral and economic 
dimensions. Climate legislation will impact the quality of life for future generations here 
and abroad. We understand the science of climate change to be unequivocal: climate 
change is a real phenomenon with the potential for serious, and potentially catastrophic, 
disruptions to natural, social, economic, and political systems. The question for 
economists is not whether to take action now to reduce emissions, for the science tells us 
we must, but how to achieve those reductions in a cost-efficient manner that distributes 
the burdens equitably. 

Sound climate policy will involve: (i) large-scale public investment to support the rapid 
transition to new and more energy efficient technologies, (ii) a cap-and-trade system that 
sells polluters the rights to generate a limited and steadily declining amount of emissions 
and recycles the revenues equitably, and (iii) a cooperative international approach to 
climate change that situates domestic emissions reduction as part of a global response to 
climate change. The economic costs will be lower, and the economic benefits of avoided 
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climate change damages will be higher, if we act sooner, rather than, later to enact 
meaningful climate legislation. 

CRA bases their analysis on the results of their MRN-NEEM model. This model is a type 
of Integrated Assessment Model (lAM) that economists often use to estimate the 
economic impacts of climate policy options. There is a lengthy scholarly literature that 
compares model results for policies such as S.2191. As a privately produced model, 
MRN-NEEM has not appeared in the scholarly literature. Our purpose is not to engage in 
a “dueling models” comparison. Rather, we will point out several deficiencies in the 
CRA model that contradict emerging best practice in the field. 

Exclusion of Benefits: 

In her testimony, Anne E. Smith states that “net societal costs are an inescapable aspect 
of an emissions limit via a cap-and-trade program that cannot be eliminated through any 
allocation formula that may be devised” (Anne E. Smith, prepared testimony dated 8 
November 2007). It is impossible for her to arrive at any other conclusion, since CRA’s 
model includes only costs and virtually no benefits. Excluding the benefits of emissions 
reduction from the analysis is equivalent to assuming that the science predicting potential 
damages from climate change is flawed and that environmental improvements have no 
impact on human well-being and happiness. Neither point is substantiated in the 
literature. 

In contrast, the benefits of avoided damages from climate change are well-supported by 
the literature. The recent Stem Report commissioned by the British government by Sir 
Nicholas Stem, former chief economist of the World Bank, estimated conservatively that 
the equivalent of 5% of world output would be lost from economic damages from climate 
change. A Tufts University forthcoming study estimates damages to the state of Florida 
from climate change equivalent to 5% of Gross State Product by the close of the century. 
A recent University of Maryland study reviews the literature on the costs of inaction on 
climate change in the US. Damages include coastal property loss from flooding and sea 
level rise, loss of life and property from more frequent and severe hurricanes and tropical 
storms, increased drought and wildfire risks, and disruption of water supplies. Until 
recently, it was believed that warming might increase agricultural yields in the colder 
northern states. However, a recent MIT study finds that the increase in ground level 
ozone from the increased use of fossil fuels will offset any possible benefits from 
warming and concludes that agricultural yields will decline throughout the US as the 
climate warms. While difficult to aggregate all of these costs into one single dollar value 
for the nation as a whole, these studies reveal the hidden real costs of inaction in every 
region of the country. The costs of inaction - the benefits of avoided damages - should be 
included in any sensible debate over climate policy. 

Failure to act on climate change also increases the likelihood of abrupt, irreversible 
climate catastrophe, the costs of which would be far worse than the predictable costs of 
inaction highlighted above. The Stem Review emphasized this point, and estimated that 
world output could decline by as much as 1 1% in the event of abmpt catastrophic change. 
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Stem’s emphasis on risk and uncertainty is supported by Harvard economist Martin 
Weitzman. Best practice in economics with regards to uncertainty and risk is rapidly 
evolving, partly in response to the challenges posed by climate change. The CRA model 
does not incorporate these new approaches. 

It is also possible to make the benefits of avoided climate damages “disappear” through 
the use of the mathematically convenient, but ethically questionable, practice of 
discounting future benefits. The CRA analysis uses a 5% annual discount rate. At this 
rate, a dollar of income fifty years from now is worth only $.08 today. First, we challenge 
whether real people are actually this myopic in their consideration of the environment. 
Discounting the importance of future generations seems to contradict the concerns of 
most Americans for the well-being of their children and their grandchildren. On a more 
technical level, we challenge the use of a high discount rate as applied to highly uncertain 
future outcomes. Economists such as Sir Partha Dasgupta of Cambridge have noted that 
if environmental damage is sufficiently great as to reduce consumption in the future, the 
discount rate would be much smaller than society’s pure rate of time preference, and 
potentially even negative. A negative discount rate would mean that any sum of money 
spent today to avoid climate change would be worth less than the equivalent sum of 
money in the future. Other economists, like Harvard’s Weitzman, have noted that the 
existence of uncertainty creates a precautionary motive for increased savings, which 
lowers the discount rate. 

Inadequate Treatment of Costs: 

The CRA analysis essentially eliminates the possibility for “no-regrets” options. A no- 
regret strategy is one that could reduce greenhouse gas emissions without curtailing 
economic productivity or economic performance. It does this by assuming, as most lAMs 
do, that business organizations and consumers behave rationally to achieve their 
objectives and are successful in optimizing their behaviors. However, it is well-known in 
the economics literature that businesses do not exploit every opportunity for profit. There 
are many opportunities to increase efficiency, reduce costs, and improve productivity that 
are routinely “left on the table” due to organizational and institutional constraints. Recent 
studies by the American Council for an Energy Efficient Economy (ACEEE) have 
estimated that cost-effective reductions of 25-30% of current emissions are now possible. 
The role of climate legislation is to provide clear and persistent policy signals to the 
market to seize upon these existing opportunities and rapidly develop others. 

There are more satisfying ways of mapping cost-effective technologies into lAMs than 
CRA has done. Studies by DeCanio et. al and Laitner et. al, which embed technology in a 
more meaningful way in their analyses, reach different conclusions about the economic 
costs of emissions limits. The CRA model documentation (see footnote 1 in Smith’s 
testimony) admits, in effect, that no engineering assessment was done on the demand 
side, to determine the potential savings from reduced energy consumption. On the supply 
side, their model includes no combined heat and power, no recycled energy or other 
conversions of waste to useful energy. These technologies could provide upwards of 20% 
of today’s existing electricity generation at a substantial reduction in emissions. There are 
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additional technologies that could be developed and could become cost-effective if there 
were clear and persistent policy signals to guide the market. 

Without even considering productivity improvements for the economy in the long term, it 
is clear that technological change in response to climate legislation will improve 
economic performance in the near-term. Cost-effective technologies can stimulate new 
investment, save consumers money, stimulate productive research and development with 
spill-over benefits for other sectors and positive multiplier effects, and help to reduce 
energy imports and increase technology exports. As the rest of the world moves ahead 
with policies to curb emissions, the U.S. risks losing its technological advantage globally. 
In the early 1980s, US companies led the world in wind energy technologies. Today, we 
import those technologies from Europe. 

Misrepresenting policy outcomes; 

S. 2191 would reduce carbon pollution by instituting a cap-and-trade system. Economists 
widely agree that well-designed cap-and-trade systems can achieve any level of 
emissions reduction at the lowest total cost of compliance. But a critical question 
surrounding cap-and-trade still remains: how should we get the permits into the hands of 
polluters? The question sounds trivial, but it may be the single most important issue at 
stake with regards to climate policy. How government distributes and invests the 
revenues from that auction will have a significant impact on the economy. Economists 
used to consider the issue of how permits are distributed as largely one of fairness. 
Economists now understand that how permits are distributed affects economic outcomes. 
The mechanism for distributing permits must be included in any sensible debate over 
climate policy. Here is what we know: 

The effect on energy prices will be the same whether the legislation requires that permits 
are auctioned or given away for free (grandfathered). No matter how permits are 
distributed, polluters will not receive enough permits to cover their current pollution 
levels, and at least some polluters will need to cut their pollution. Polluters who can do it 
cheaply will cut their emissions and sell their unused permits to polluters with relatively 
high abatement costs. In either case, someone somewhere will now have to either pay for 
a permit or pay to cut emissions. They will pass at least some of those production cost 
increases onto consumers. And once one producer increases prices, the rest will follow 
suit. 

In case you’re not convinced, try the following analogy. Imagine buying World Series 
tickets from a scalper. Would he charge you any less if he found the tickets on the ground 
or got them free from a friend inside the ticket office? Of course he wouldn’t. In fact, 
scalpers typically buy their tickets for far less than they sell them. But don’t ask for a 
discount based on that. Like energy, the street price of World Series tickets is based on 
supply and demand. The supply and demand for tickets is the same no matter how much 
the scalper paid for them, and so the price he charges you will also be the same no matter 
how he got them. Of course, the scalper would much rather get his tickets for free. And 
that’s precisely the point. Polluters are financially much better off if permits are given 
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away instead of auctioned, but the cost of cutting emissions and the resulting effect on 
energy prices will be the same no matter how the permits are delivered. 

Giving permits away for free allows polluters to raise their prices without raising their 
costs. It would result in the transfer of hundreds of billions of dollars every year from 
consumers and businesses to the polluters themselves: energy companies and their 
stockholders. It’s no surprise that energy companies have lobbied for grandfathered 
permits. 

But fairness and the distribution of wealth from energy policy is not all that is stake. If 
the government auctions permits, the revenues from the permit auction could be used to 
“make whole” low-income consumers who might otherwise be hurt by the regressive 
increase in carbon prices. This could be done either by distributing some or all of the 
income from permit sales on a per capita basis, or by targeting low-income families with 
a subsidy. Recent work by DeCanio and, Boyce and Riddle show that per capita 
distribution of the revenues would benefit of majority of Americans. Furthermore, 
government can use the revenues from permit auctions to invest in new and more energy 
efficient technologies. By auctioning permits, government could potentially accelerate 
economic growth and job creation faster than would have happened without climate 
policy in the first place. For these reasons, we strongly recommend that 100% of the 
permits in any cap-and-trade scheme should be auctioned. Since S.2191 auctions only a 
portion of the permits, it falls short in this regard. This is the most salient criticism of 
S2191. 

Sincerely, 

Kristen A. Sheeran, on behalf of: 


Frank Ackerman 
Paul Baer 
James Barrett 
Stephen DeCanio 
Eban Goodstein 
John “Skip” Laitner 
Astrid Scholz 
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Economics for Equity and the Environment; E3 Network 
Climate Economics Taskforce Biographies 


Frank Ackerman, Ph.D. 

Research Director 

Global Development and Environment Institute, Tufts University 

Frank Ackerman is the director of the Research and Policy Program at the Global 
Development and Environment Institute at Tufts University, He has written widely on the 
limitations of cost-benefit analysis of health and environmental protection, and has 
worked closely with environmental groups including NRDC, Riverkeeper, Greenpeace, 
the Alliance for a Healthy Tomorrow (Massachusetts), and the Farmworker Justice Fund. 
His recent books include Priceless: On Knowing the Price of Everything and the Value of 
Nothing (The New Press, 2004, jointly with Lisa Heinzerling), and The Flawed 
Foundations of General Equilibrium: Critical Essays on Economic Theory (Routledge, 
2004, jointly with Alejandro Nadal). Some of his recent work on precautionary 
approaches to toxic chemicals has been supported by European governments and NGO's. 
Ackerman is a Member Scholar at the Center for Progressive Reform. He received a B.A, 
in mathematics and economics from Swarthmore College and a Ph.D. in economics from 
Harvard University. 


Paul Baer, Ph.D. 

Research Director 
EcoEquity 

Paul Baer is an interdisciplinary scholar-activist with expertise in ecological economics, 
ethics, philosophy of science, risk analysis, and simulation modeling, specializing in 
climate science and policy. He completed his PhD in 2005 at UC Berkeley's Energy and 
Resources Group; his dissertation examined the interconnection between equity, risk and 
scientific uncertainty, three topics at the heart of the climate problem. He also has a BA 
in Economics from Stanford University and a Masters in Environmental Planning and 
Management from Louisiana State University. He recently completed a post-doctoral 
research fellowship at Stanford University's Center for Environmental Science and 
Policy, addressing the interaction of climate change and forest fire in Alaska. He is 
currently the Research Director for EcoEquity, a climate-advocacy organization he co- 
founded in 2000 with Tom Athanasiou, with whom he also co-authored the 2002 book 
"Dead Heat: Global Justice and Global Warming (Seven Stories Press). 



Jim Barrett, Ph.D. 

Executive Director 
Redefining Progress 
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Dr. Barrett has worked on a variety of issues concerning energy and environmental 
economics, including the impacts of carbon reduction programs on the U.S. economy, the 
economic implications of opening the Arctic National Wildlife Refuge to oil exploration, 
and the technical and economic feasibility of hydrogen production. Prior to joining 
Redefining progress. Dr. Barrett was an economist at the Economic Policy Institute, 
senior economist on the Democratic staff of the Joint Economic Committee of the U.S. 
Congress, and staff economist at the Center for the Advancement of Genomics and the 
Institute for Biological Energy Alternatives. Dr. Barrett earned his B.A. in economics 
from Bucknell University and his M.A. and Ph.D. in economics from the University of 
Connecticut. 

Stephen DeCanio Ph.D. 

Professor of Economics 

University of California, Santa Barbara. 

Dr. DeCanio served as Senior Staff Economist at the President's Council of Economic 
Advisers. He has been a member of the Economic Options Panel convened by the 
United Nations Environment Programme to review economic aspects of the Montreal 
Protocol on Substances that Deplete the Ozone Layer, and is currently Co-Chair of the 
Montreal Protocol's Agricultural Economics Task Force of the Technical and Economics 
Assessment Panel. His research focuses on the economics of climate change, protection 
of the stratospheric ozone layer, factors affecting the diffusion of energy-efficient 
technologies, and the impacts of greenhouse gas reduction policies. He is one of the 
founders of UCSB's Computational Laboratories Group . His most recent book, Economic 
Models of Climate Change: A Critique, is available from Palerave-Macmillan . His 
resume gives a complete list of publications, and a selection of them is shown below 


Eban Goodstein, Ph.D. 

Professor of Economics 
Lewis and Clark College 
Portland, OR 97219 

Eban Goodstein is Professor of Economics at Lewis and Clark College in Portland 
Oregon. He is the author of a college textbook. Economics and the Environment, (John 
Wiley and Sons, 2004) now in its fourth edition, as well as The Trade-off Myth: Fact and 
Fiction about Jobs and the Environment (Island Press, 1999). His current research focuses 
on the economics of global climate change, a subject on which he has spoken widely. 
Articles by Goodstein have appeared in the Journal of Environmental Economics and 
Management, Land Economics, Ecological Economics, and Environmental Management. 
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His research has been featured in The New York Times, Scientific American, Time, 
Chemical and Engineering News, The Economist, and The Chronicle of Higher 
Education. He received his B.A. from Williams College and his Ph.D. from the 
University of Michigan. He serves on the editorial board of Environment, Workplace and 
Employment, and is a Member Scholar at the Center for Progressive Reform. From 2006 
to 2008 Goodstein is directing a national educational imitative on global warming 
solutions for America, Focus the Nation. 


John A. "Skip" Laitner 

Visiting Fellow and Senior Economist 
American Council for an Energy-Efficient Economy 

Skip Laitner is a resource economist with more than 35 years experience in energy and 
economic impact studies, public policy analysis, and economic development planning. 
He most recently served 10 years as the Senior Economist for Technology Policy within 
EPA’s Office of Atmospheric Programs. In that capacity. Skip was awarded EPA's 1998 
Gold Medal for his work with a team of EPA economists that helped set the foundation 
for the Kyoto Protocol on Greenhouse Gas Emissions. In 2003 he was acknowledged as 
a technology leader when given the “CHP Champion” award by the U.S. Combined Heat 
and Power Association. 

In May 2006 Skip resigned his position with EPA to join the American Council for an 
Energy-Efficient Economy (ACEEE), an established and respected think tank based in 
Washington, DC. In his current capacity Skip will focus on characterizing the scale and 
scope of energy efficiency technologies as that larger resource might promote a 
significant but cost-effective reduction in greenhouse gas emissions. He will also explore 
more dynamic economic modeling techniques to better reflect and evaluate the 
macroeconomic impacts of productive energy efficiency investments. Skip has written 
more than 1 60 papers and reports in the fields of community and economic development, 
decision sciences, energy and utility costs, and natural resource issues. He is a widely 
recognized speaker and has given both technical and public policy presentations in the 
United States and abroad. Skip has a master's degree in resource economics. 


Astrid Scholz, Ph.D. 

Vice President, Knowledge Systems 
Eco trust 

Astrid Scholz is Vice President for Knowledge Systems at Ecotrust, a Portland, Oregon, 
based conservation organization committed to building a future that strengthens 
communities and the environment from Alaska to California. An ecological economist by 
training, she conceptualizes and analyzes the linkages between ecological, economic and 
social systems in the West Coast's emerging conservation economy. In her capacity as a 
member of Ecotrusfs executive team, she is responsible for managing a staff of 12, 
overseeing several projects and contracts, and fundraising. She is an affiliate faculty 
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member of Oregon State University’s College of Oceanic and Atmospheric Sciences, and 
is the co-editor of a book on integrated marine geographic information systems, Place 
Matters (OSU Press, 2005). She serves on the boards of the Pacific Marine Conservation 
Council, Habitat Media, and the Living Oceans Society, and is a member of the Science 
Advisory Team to the Marine Life Protection Act in California. She received her M.A. in 
Economics and Philosophy from the University of St. Andrews, her M.Sc. in Economics 
from the University of Bristol, and her Ph.D. in Energy and Resources from the 
University of California, Berkeley. 


Kristen Sheeran, Ph.D. 

Executive Director 

Economics for Equity and the Environment 
Associate Professor of Economics 
St. Mary's College of Maryland 

Kristen Sheertin is an Associate Professor of Economics at St. Mary's College of 
Maryland, Maryland's public honors college. While on sabbatical, Kristen will serve as 
executive director of Economics for Equity and Environment Network. A political 
economist by training, her research focuses on the political economy of climate change; 
specifically the tension between equity and efficiency in international climate control 
efforts. Articles by Sheeran have appeared in Environmental and Resource Economics, 
Ecological Economics, Eastern Economic Journal, and The International Journal of 
Economic Development. She has worked as an economist for the World Resources 
Institute and the U.S. Department of Agriculture. She works with environmental 
organizations in Maryland, including the Chesapeake Climate Action Network, Maryland 
Public Interest Research Group, and the Maryland Sierra Club. She graduated summa 
cum laude with her B.A. in economics and political science from Drew University. She 
completed her Ph.D. in economics from American University. 
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APPENDIX C 

Is Carbon Capture and Disposal (CCD) Ready for Broad Deployment? 
David Hawkins 
Director, Climate Center 
Natural Resources Defense Council 


Key Questions about CCD 

I started studying CCD in detail ten years ago and the questions I had then are those 
asked today by people new to the subject. Do reliable systems exist to capture CO2 from 
power plants and other industrial sources? Where can we put CO2 after we have captured 
it? Will the CO2 stay where we put it or will it leak? How much disposal capacity is 
there? Are CCD systems “affordable”? To answer these questions, the 
Intergovernmental Panel on Climate Change (IPCC) decided four years ago to prepare a 
special report on the subject. That report was issued in September, 2005 as the IPCC 
Special Report on Carbon Dioxide Capture and Storage. I was privileged to serve as a 
review editor for the report’s chapter on geologic storage of CO2. 

CO2 Capture 

The IPCC special report groups capture or separation of CO2 from industrial gases into 
four categories: post-combustion; pre-combustion; oxyfuel combustion; and industrial 
separation. I will say a few words about the basics and status of each of these 
approaches. In a conventional pulverized coal power plant, the coal is combusted using 
normal air at atmospheric pressures. This combustion process produces a large volume 
of exhaust gas that contains CO2 in large amounts but in low concentrations and low 
pressures. Commercial post-combustion systems exist to capture CO2 from such exhaust 
gases using chemical “stripping” compounds and they have been applied to very small 
portions of flue gases (tens of thousands of tons from plants that emit several million tons 
of CO2 annually) from a few coal-fired power plants in the U.S. that sell the captured 
CO2 to the food and beverage industry. However, industry analysts state that today’s 
systems, based on publicly available information, involve much higher eosts and energy 
penalties than the principal demonstrated alternative, pre-combustion capture. 

New and potentially less expensive post-combustion concepts have been evaluated in 
laboratory tests and some, like ammonia-based capture systems, are seheduled for small 
pilot-seale tests in the next few years. Under normal industrial development seenarios, if 
sueeessful sueh pilot tests would be followed by larger demonstration tests and then by 
eommereial-seale tests. These and other approaches should continue to be explored. 
However, unless aeeelerated by a combination of policies, subsidies, and willingness to 
take inereased teehnical risks, such a development program eould take one or two 
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decades before post-combustion systems would be accepted for broad commercial 
application. 

Pre-combustion capture is applied to coal conversion processes that gasify coal rather 
than combust it in air. In the oxygen-blown gasification process coal is heated under 
pressure with a mixture of pure oxygen, producing an energy-rich gas stream consisting 
mostly of hydrogen and carbon monoxide. Coal gasification is widely used in industrial 
processes, such as ammonia and fertilizer production around the world. Hundreds of 
such industrial gasifiers are in operation today. In power generation applications as 
practiced today this “syngas” stream is cleaned of impurities and then burned in a 
combustion turbine to make electricity in a process known as Integrated Gasification 
Combined Cycle or IGCC. In the power generation business, IGCC is a relatively recent 
development— about two decades old and is still not widely deployed. There are two 
IGCC power-only plants operating in the U.S. today and about 14 commercial IGCC 
plants are operating globally, with most of the capacity in Europe. In early years of 
operation for power applications a number of IGCC projects encountered availability 
problems but those issues appear to be resolved today, with Tampa Electric Company 
reporting that its IGCC plant in Florida is the most dispatched and most economic unit in 
its generating system. 

Commercially demonstrated systems for pre-eombustion capture from the coal 
gasification process involve treating the syngas to form a mixture of hydrogen and CO2 
and then separating the CO2, primarily through the use of solvents. These same 
techniques are used in industrial plants to separate CO2 from natural gas and to make 
chemicals such as ammonia out of gasified coal. However, because CO2 can be released 
to the air in unlimited amounts under today’s laws, except in niche applications, even 
plants that separate CO2 do not capture it; rather they release it to the atmosphere. 

Notable exceptions include the Dakota Gasification Company plant in Beulah, North 
Dakota, which captures and pipelines more than one million tons of CO2 per year from its 
lignite gasification plant to an oil field in Saskatchewan, and ExxonMobil’s Shute Creek 
natural gas processing plant in Wyoming, which strips CO2 from sour gas and pipelines 
several million tons per year to oil fields in Colorado and Wyoming. 

Today’s pre-combustion capture approach is not applicable to the installed base of 
conventional pulverized coal in the U.S. and elsewhere. However, it is ready today for 
use with IGCC power plants. The oil giant BP has announced an IGCC project with pre- 
combustion CO2 capture at its refinery in Carson, California. When operational the 
project will gasify petroleum coke, a solid fuel that resembles coal more than petroleum 
to make electricity for sale to the grid. The captured CO2 will be sold to an oil field 
operator in California to enhance oil recovery. The principal obstacle for broad 
application of pre-combustion capture to new power plants is not technical, it is 
economic: under today’s laws it is cheaper to release CO2 to the air rather than capturing 
it. Enacting laws to limit CO2 can change this situation, as discussed in my testimony. 

While pre-combustion capture from IGCC plants is the approach that is ready today for 
commercial application, it is not the only method for CO2 capture that may emerge if 
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laws creating a market for CO 2 capture are adopted. I have previously mentioned post- 
combustion techniques now being explored. Another approach, known as oxyfiiel 
combustion, is also in the early stages of research and development. In the oxyfiiel 
process, coal is burned in oxygen rather than air and the exhaust gases are recycled to 
build up CO 2 concentrations to a point where separation at reasonable cost and energy 
penalties may be feasible. Small scale pilot studies for oxyfuel processes have been 
announced. As with post-combustion processes, absent an accelerated effort to leapfrog 
the normal commercialization process, it could be one or two decades before such 
systems might begin to be deployed broadly in commercial application. 

Given, the massive amount of new coal capacity scheduled for construction in the next 
two decades, we cannot afford to wait and see whether these alternative capture systems 
prove out, nor do we need to. Coal plants in the design process today can employ proven 
IGCC and pre-combustion capture systems to reduce their CO 2 emissions by about 90 
percent. Adoption of policies that set a CO 2 performance standard now for such new 
plants will not anoint IGCC as the technological winner since alternative approaches can 
be employed when they are ready. If the alternatives prove superior to IGCC and pre- 
combustion capture, the market will reward them accordingly. As discussed in my 
testimony, adoption of CO 2 performance standards is a critical step to improve today’s 
capture methods and to stimulate development of competing systems. 

I would like to say a few words about so-called “capture-ready” or “capture-capable” 
coal plants. Some years ago I was under the impression that some technologies like 
IGCC, initially built without capture equipment could be properly called “capture-ready.” 
However, the implications of the rapid build-out of new coal plants for global warming 
and many conversations with engineers since then have educated me to a different view. 
An IGCC unit built without capture equipment can be equipped later with such 
equipment and at much lower cost than attempting to retrofit a conventional pulverized 
coal plant with today’s demonstrated post-combustion systems. However, the costs and 
engineering reconfigurations of such an approach are substantial. More importantly, we 
need to begin capturing CO 2 from new coal plants without delay in order to keep global 
warming from becoming a potentially runaway problem. Given the pace of new coal 
investments in the U.S. and globally, we simply do not have the time to build a coal plant 
today and think about capturing its CO 2 down the road. 

Implementation of the Energy Policy Act of 2005 approach to this topic needs a review in 
my opinion. The Act provides significant subsidies for coal plants that do not actually 
capture their CO 2 but rather merely have carbon “capture capability.” While the Act 
limits this term to plants using gasification processes, it is not being implemented in a 
manner that provides a meaningful substantive difference between an ordinary IGCC unit 
and one that genuinely has been designed with early integration of CO 2 capture in mind. 
Further, in its FY2008 budget request, the administration seeks appropriations allowing it 
to provide $9 billion in loan guarantees under Title XVII of the Act, including as much as 
$4 billion in loans for “carbon sequestration optimized coal power plants.” The 
administration request does not define a “carbon sequestration optimized” coal power 
plant and it could mean almost anything, including, according to some industry 
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representatives, a plant that simply leaves physical space for an unidentified black box. If 
that makes a power plant “capture-ready” Mr. Chairman, then my driveway is “Ferrari- 
ready.” We should not be investing today in coal plants at more than a billion dollars 
apiece with nothing more than a hope that some kind of capture system will turn up. We 
would not get on a plane to a destination if the pilot told us there was no landing site but 
options were being researched. 

Geologic Disposal 

We have a significant experience base for injecting large amounts of CO 2 into geologic 
formations. For several decades oil field operators have received high pressure CO 2 for 
injection into fields to enhance oil recovery, delivered by pipelines spanning as much as 
several hundred miles. Today in the U.S. a total of more than 35 million tons of CO 2 are 
injected annually in more than 70 projects. (Unfortunately, due to the lack of any 
controls on CO 2 emissions, about 80 per cent of that CO 2 is sources from natural CO 2 
formations rather than captured from industrial sources. Historians will marvel that we 
persisted so long in pulling CO 2 out of holes in the ground in order to move it hundreds 
of miles and stick in back in holes at the same time we were recognizing the harm being 
caused by emissions of the same molecule from nearby large industrial sources.) In 
addition to this enhanced oil recovery experience, there are several other large injection 
projects in operation or armounced. The longest running of these, the Sleipner project, 
began in 1 996. 

But the largest of these projects injects on the order of one million tons per year of CO 2 , 
while a single large coal power plant can produce about five million tons per year. And 
of course, our experience with man-made injection projects does not extend for the 
thousand year or more period that we would need to keep CO 2 in place underground for it 
to be effective in helping to avoid dangerous global warming. Accordingly, the public 
and interested members of the environmental, industry and policy communities rightly 
ask whether we can carry out a large scale injection program safely and assure that the 
injected CO 2 will stay where we put it. 

Let me summarize the findings of the IPCC on the safety and efficacy of geologic 
disposal. In its 2005 report the IPCC concluded the following with respect to the 
question of whether we can safely carry out carbon injection operations on the required 
scale: 

“With appropriate site selection based on available subsurface information, a monitoring 
programme to detect problems, a regulatory system and the appropriate use of 
remediation methods to stop or control C02 releases if they arise, the local health, safety 
and environment risks of geological storage would be comparable to the risks of current 
activities such as natural gas storage, EOR and deep underground disposal of acid gas.” 

The knowledge exists to fulfill all of the conditions the IPCC identifies as needed to 
assure safety. While EPA has authority regulate large scale CO 2 injection projects its 
current underground injection control regulations are not designed to require the 
appropriate showings for permitting a facility intended for long-term retention of large 
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amounts of CO 2 . With adequate resources applied, EPA should be able to make the 
necessary revisions to its rules in two to three years. We urge the members of this 
Committee to support legislation to require EPA to undertake this effort this year. 

Do we have a basis today for concluding that injected CO 2 will stay in place for the long 
periods required to prevent its contributing to global warming? The IPCC report 
concluded that we do, stating: 

“Observations from engineered and natural analogues as well as models suggest that the 
fraction retained in appropriately selected and managed geological reservoirs is very 
likely to exceed 99% over 1 00 years and is likely to exceed 99% over 1 ,000 years.” 

Despite this conclusion by recognized experts there is still reason to ask about the 
implications of imperfect execution of large scale injection projects, especially in the 
early years before we have amassed more experience. Is the possibility of imperfect 
execution reason enough to delay application of CO 2 capture systems to new power 
plants until we gain such experience from an initial round of multi-million ton 
“demonstration” projects? To sketch an answer to this question, my colleague Stefan 
Bachu, a geologist with the Alberta Energy and Utilities Board, and I wrote a paper for 
the Eighth International Conference on Greenhouse Gas Control Technologies in June 
2006. The obvious and fundamental point we made is that without CO 2 capture, new 
coal plants built during any “delay and research” period will put 100 per cent of their CO 2 
into the air and may do so for their operating life if they were “grandfathered” from 
retrofit requirements. Those releases need to be compared to hypothetical leaks from 
early injection sites. 

Our conclusions were that even with extreme, unrealistically high hypothetical leakage 
rates from early injection sites (10% per year), a long period to leak detection (5 years) 
and a prolonged period to correct the leak (1 year), a policy that delayed installation of 
CO 2 capture at new coal plants to await further research would result in cumulative CO 2 
releases twenty times greater than from the hypothetical faulty injection sites, if power 
plants built during the research period were “grandfathered” from retrofit requirements. 

If this wave of new coal plants were all required to retrofit CO 2 capture by no later than 
2030, the cumulative emissions would still be four times greater than under the no delay 
scenario. I believe that any objective assessment will conclude that allowing new eoal 
plants to be built without CO 2 capture equipment on the ground that we need more large 
seale injection experience will always result in significantly greater CO 2 releases than 
starting CO 2 capture without delay for new coal plants now being designed. 

The IPCC also made estimates about global storage capaeity for CO 2 in geologic 
formations. It concluded as follows: 

“Available evidenee suggests that, worldwide, it is likely that there is a teehnieal 
potential of at least about 2,000 GtC02 (545 GtC) of storage eapaeity in geological 
formations. There eould be a mueh larger potential for geologieal storage in saline 
formations, but the upper limit estimates are uncertain due to laek of information and an 
agreed methodology.” 
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Current CO 2 emissions from the world’s power plants are about 10 Gt (billion metric 
tons) per year, so the IPCC estimate indicates 200 years of capacity if power plant 
emissions did not increase and 100 years capacity if aimual emissions doubled. 
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Response by David Hawkins to an Additional Question from 
Senator Lautenberg 

Question. You state that free allowances should be phased out significantly fast- 
er — between 10-15 years of enactment. I also believe that we should move to full 
auction significantly earlier. What are the benefits from an earlier full auction date? 
How could we use the greater auction proceeds to minimize any economic disloca- 
tion? 

Response. NRDC believes pollution allowances are a public trust. They represent 
permission to use the atmosphere, which belongs to all of us, to “dispose of’ global 
warming pollution. As such, they are not a private resource owned by historical 
emitters and such emitters do not have a permanent right to free allowances. The 
value of the allowances should be used for public purposes including promoting 
clean energy solutions, protecting the poor and other consumers, ensuring a just 
transition for workers in affected industries, and preventing human and ecosystem 
impacts both here and abroad, especially where they can lead to conflicts and 
threats to security. 

ACSA embraces the principle that these pollution allowances should be used for 
public purposes but it implements the principle too slowly. NRDC believes that over 
the first 25 years of the program the bill gives away more allowances to the biggest 
emitting firms than is needed to fully compensate such firms for the effects of their 
compliance obligations on the firms’ economic values. The result is that there are 
not enough allocations available to fully meet public needs. 

As you indicate in your question, NRDC believes that the bill should be improved 
substantially by reducing the starting percentage of free allowances to emitters and 
phasing them out faster — within 10-15 years of enactment. 

In assessing the merits of any allocation proposal, it is important to recognize that 
regardless of whether allowances are auctioned or given away for free, in either 
case, the resulting revenue stream can be directed toward public or private pur- 
poses. Moreover, while phasing out of free allocations as soon as possible is desir- 
able, the total amount of allowances to be received over time by any given entity — 
and whether that amount will be used for appropriate purposes — is perhaps the 
most important consideration. 

The Lieberman Warner bill provides allowances for public purposes in two ways: 

(1) auctioned allowances, with the proceeds of the auction going for such purposes 
as climate-friendly technologies, low income energy consumers, wildlife adaptation, 
national security/global warming measures and worker training. 

(2) free allowances to electricity consumers, state and tribal governments, and 
U.S. farmers and foresters, for a range of designated public purposes. 

But the bill also initially gives 40 percent of the allowances for free to emitters 
in the electric and industrial sectors with no requirement that these allowances be 
used for public purposes. These free allowances to emitters continue at gradually 
reduced rates until 2036 when they are terminated. The amount of allowances that 
are auctioned for public purposes grows from 24 percent in 2012 to 73 percent in 
2036. 

Although NRDC appreciates the substantial changes that have been made to 
ACSA since the bill outline was released in August, the current bill’s allocation to 
electric power and industrial emitters, however, is still much higher than justified 
under “hold-harmless” principles and will result in windfall profits to the share- 
holders of emitters. For example, an economic analysis by Larry Goulder of Stanford 
University suggests that in an economy-wide upstream cap and trade program, only 
13% of the allowances will be needed to cover the costs that fossil-fuel providers 
would not be able to pass on to their customers. Similar analyses, with similar re- 
sults, have been conducted by Resources for The Future and the Congressional 
Budget Office. 

Thus, faster phase out of the free allowances that would reduce the overall num- 
ber of allowances that emitters receive is desirable. A faster phase out of free allow- 
ances also recognizes that while companies may need time to transition to lower and 
zero carbon energy solutions, they should do so as quickly as possible. Continued 
allocation of free allowances based on historical emissions discourages innovation 
and adoption of new technologies. 

In addition to a faster phase out of free allowances to emitters, the initial number 
of free allowances to emitters should be reduced as well, to eliminate the possibility 
of windfall profits. By taking both of the steps above, the pool of allowances that 
can be either given for free or auctioned for public purposes can be substantially 
increased. 

In particular, more revenue can be made available in the auction pool for low in- 
come energy consumers and in the free allowance pool for electricity consumers, 
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worker training and other public purposes. As you indicate, redirecting these reve- 
nues can have a substantial impact in terms of mitigating economic impacts and 
economic dislocation for those that can least afford such costs. Instead of providing 
windfall profits for a select group of shareholders, these funds can aid consumers 
and workers in adjusting to increased costs associated with the need to reduce emis- 
sions. This result should be the preferred policy outcome and under the current 
structure of the bill it can be achieved by a combination of a faster free allowance 
phaseout, and a substantial reduction in the overall amount of allowances that are 
allocated for free to emitters. 

Senator Lieberman [Presiding]. Thanks very much, Mr. Haw- 
kins. We appreciate the testimony. 

Dr. David Greene is the next witness. Dr. Greene is a corporate 
fellow, Geography and Environmental Engineering, at the Oak 
Ridge National Laboratory. Thanks very much for coming, and we 
look forward to your testimony now. 

STATEMENT OF DAVID L. GREENE, CORPORATE FELLOW, EN- 
GINEERING SCIENCE AND TECHNOLOGY DIVISION, OAK 

RIDGE NATIONAL LABORATORY 

Mr. Greene. Thank you. Senator Lieberman. 

Thank you for inviting me to discuss this very important legisla- 
tion and its relation to the mitigation of greenhouse gas emissions 
from transportation. Our transportation system produces more cli- 
mate-changing carbon dioxide than any other nation’s entire econ- 
omy except for China. The transportation sector was responsible for 
28 percent of total U.S. greenhouse gas emissions from our econ- 
omy in 2005. Climate policy must effectively address the mitigation 
of emissions from transportation. 

A policy that sends an economy-wide price signal to reduce 
greenhouse gas emissions as the greenhouse gas cap and trade sys- 
tem of the America’s Climate Security Act of 2007 will do is the 
essential cornerstone of a meaningful climate change strategy. But 
analyses such as by the Energy Information Administration have 
shown that carbon prices that are capable of cutting electric utili- 
ties, greenhouse gas emissions in half by 2030 would have a far 
smaller impact on the transportation sector. There are two prin- 
cipal reasons for this. 

One is the insensitivity of fuel economy to the price of fuel, and 
the second is the inter-dependencies among land use, transpor- 
tation infrastructure investments and vehicle travel and the cen- 
tral role of governments in those processes. Euel economy is rel- 
atively insensitive to the price of fuel, because the market for fuel 
economy is not efficient. 

A national survey of 1,000 U.S households this last May found 
that 39 percent never considered fuel economy at all in their vehi- 
cle purchase decisions. And of those who did, only 14 percent men- 
tioned taking economic factors, like annual fuel cost or the price of 
fuel into consideration. In-depth interviews of the car-buying his- 
tories of 57 California households by the University of California 
at Davis turned up none that had ever considered the value of fuel 
savings over the life of a vehicle or that use concepts like pay-back 
periods when considering fuel economy. 

But consumers are not irrational. The economic value of in- 
creased fuel economy to a car buyer is the difference between the 
present value of future fuel savings and the price that must be 
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paid for it at time of purchase. But the value of future fuel savings 
is uncertain. The future price of fuel, the fuel economy that will be 
achieved in real world driving, annual miles of travel, the life of 
the vehicle, all of these factors and more are uncertain. From this 
perspective, increased fuel economy looks like a risky bet to a car 
buyer. 

And for the typical loss averse consumer, there is little reason to 
calculate the value of increased fuel economy, and as a con- 
sequence, no responsible automobile manufacturer would spend bil- 
lions of dollars to retool and redesign its product lines, to provide 
fuel economy for which consumers are not willing to pay. This is 
why the world’s major economies, the United States, the European 
Union, Japan, China, Canada, Korea, all have adopted fuel econ- 
omy standards for light duty vehicles. 

Fortunately, fuel economy standards work. Past fuel economy 
standards raised the miles per gallon of U.S. light duty vehicles by 
50 percent and are saving U.S. motorists approximately 60 billion 
gallons of fuel each year. Medium and heavy trucks and buses ac- 
count for 20 percent of transportation greenhouse gas emissions. In 
the past, we have assumed that these markets function efficiently 
and there is no need for fuel economy standards. The Japanese 
government has directly challenged that assumption in setting 
weight-based standards for fuel economy of heavy trucks in March 
2006. We should investigate that option as well. 

Creating an economy-wide price signal to reduce greenhouse gas 
emissions, as a cap and trade system will do, is the cornerstone of 
a comprehensive climate change strategy. However, an efficient re- 
sponse from transportation will be hindered by deficiencies in the 
market for fuel economy, together with the central role of land de- 
velopment policies and transportation infrastructure investments 
in driving demand for vehicle travel. Fuel economy policy is essen- 
tial. Intelligent land use and infrastructure policies that enhance 
the attractiveness of walking, biking and public transit can also 
make an important and potentially critical difference by 2050. 

At present, it is not known how effective a cap and trade system 
can be in reducing the carbon content of transportation fuels. Espe- 
cially in the early years, a low-carbon fuel standard may also be 
needed. Ultimately, significant technological advances will be re- 
quired if transportation’s greenhouse gas emissions are to be re- 
duced by 50 to 80 percent over current levels by 2050. 

Thank you for tbe opportunity to present my views on this enor- 
mously important legislation. 

[The prepared statement of Mr. Greene follows:] 

Statement of David L. Greene, Corporate Fellow, Engineering Science and 
Technology Division, Oak Ridge National Laboratory 

Good afternoon. Thank you for inviting me to discuss the adequacy of greenhouse 
gas (GHG) cap-and-trade as a policy for mitigating GHG emissions from the trans- 
portation sector, and the need for additional policy measure for the transportation 
sector. The views I express today will be entirely my own and do not necessarily 
reflect the views of Oak Ridge National Laboratory or the Department of Energy. 

Our transportation system is the largest in the world. Each second, it burns 6,300 
gallons of oil, producing more climate changing carbon dioxide emissions than any 
other nation’s entire economy, except China (EIA, 2007, table H.ICO 2 ). The trans- 
portation sector was responsible for 28% of total U.S. greenhouse gas emissions in 
2005 (USEPA, 2007a, table 2-16). Climate policy must effectively address the miti- 
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gation of emissions from transportation. Other policies will be needed in addition 
to a cap-and-trade system in order to make the reductions in GHG emissions that 
are likely to be necessary. 


Carbon Dioxide Emissions From Energy 
Consymption by End Use Sector, 1980-2005 



Figure 1. U.S. Carbon Dioxide Emissions bv Energy End Use Sector, 1980-2005 
Source: US EPA, 2007a. 

A policy that sends an economy-wide price signal to reduce greenhouse gas emis- 
sions, as the GHG cap-and-trade system of the America’s Climate Security Act of 
2007 will do, is the essential cornerstone of a meaningful climate change strategy. 
Analyses by the Department of Energy’s Energy Information Administration (ElA, 
2006), for example, estimate that such policies will bring about major reductions in 
GHG emissions from electric power generation (figure 2). Unfortunately, the same 
level of economic incentives that could cut electric utility GHG emissions in half by 
2030 would have a much smaller impact on transportation’s GHG emissions. 

Energy Information Administration Analysis of Alternative GHG 
Reduction Policies |$3t)/tC02 in 201 0, |50ftCO2 in 2030) 
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Figure 2. Energy information Analysis of the Impacts of Carbon Prices on Greenhouse 
Gas Emissions from the Electric Power and Transportation Sectors through 2030. 
Source: EIA, 2006. 

A carbon price of $30 to $60 per ton of CO 2 equivalent greenhouse gas emissions, 
such as analyzed in the EIA study, translates into roughly $0.25 to $0.50 per gallon 
of gasoline. This is not a trivial price signal and it will help reduce demand for fossil 
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carbon fuels and encourage energy efficiency. ^ However, recent statistical analyses 
(e.g., Small and Van Bender, 2007; Hughes et al., 2007) have shown that price sig- 
nals of this magnitude will have constructive but insufficient impacts on vehicle 
travel and fuel consumption. It is important to understand why this is so, and to 
implement additional policies for transportation that can cost-effectively achieve the 
magnitude of reductions in transportation greenhouse gas emissions that are need- 
ed. 

Fuel economy is relatively insensitive to the price of fuel because the market for 
fuel economy is not efficient. A recent national random sample survey of 1,000 U.S. 
households found that 39% did not consider fuel economy at all in their last vehicle 
purchase (Opinion Research, 2007). Of those who did, only 14% mentioned taking 
economic factors, like annual fuel costs or gasoline prices into consideration. In 
depth interviews of the car buying histories of 57 California households (Turrentine 
and Kurani, 2005) turned up none that had ever considered the value of fuel savings 
over the life of a vehicle, or that used concepts like a payback period when consid- 
ering fuel economy. When I served on the National Academy of Sciences Committee 
on the Effectiveness and Impact of Corporate Average Fuel Economy Standards 
(NAS, 2002), manufacturers told us they believed consumers would pay for only 2- 
4 years of fuel savings. Survey evidence backs them up (Opinion Research, 2004). 
In a 2004 survey, half the respondents were asked how much they would he willing 
to pay for a more fuel efficient new vehicle that would save them $400 per year in 
fuel. The other half were asked how much a vehicle would have to save them in 
fuel each year to justify paying $1,200 more for it. The payback periods implied by 
the answers from the two groups were strikingly similar. Consumers wanted to be 
paid back in 1.5 to 2.5 years (figure 3). The expected lifetime of a U.S. passenger 
car or light truck is 15 years, or more (Davis and Diegel, 2007, tables 3.8 and 3.9). 


Payback Periods Inferred from Responses to Two Survey 
Questions About Fuel Savings and Vehicle Cost 
May 20, 2004 



Mean Median Mean w/o "none" 

Measure of Central Tendency 


Figure 3. Consumers stated payback periods for increased automobile fuel economy. 

Source: Opinion Research Corporation, 2004. 

Consumers are not irrational. The value of future fuel savings is highly uncertain, 
and consumers are in general loss-averse (Tversky and Kahneman, 1992). The eco- 
nomic value of increased fuel economy to a car buyer is the difference between the 
present value of future fuel savings and the price that must be paid for it at time 
of purchase. Using fuel economy cost data from the 2002 NAS study, figure 4 shows 
the expected fuel savings, increased vehicle cost and net present value for increasing 
the fuel economy of an average U.S. passenger car from 28 to 46 miles per gallon. 
While the value of fuel savings increases to more than $2,000, the expected net 
value is much smaller, varying between $500 and — $500. Between 32 mpg and 38 
mpg, there is no more than a $100 difference in expected net value. But the value 
of future fuel savings is uncertain. The price of fuel, the fuel economy that will be 


^The America’s Climate Security Act of 2007 appropriately recognizes that steps must be 
taken to offset the regressive impact of carbon prices on lower income households. 
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achieved in real world driving, annual usage, the life of the vehicle, all of these fac- 
tors and more are uncertain. From this perspective increased fuel economy looks 
like a risky bet to a car buyer. From the perspective of a typically loss-averse con- 
sumer, the expected $400 net benefit of increasing fuel economy from 28 to 35 mpg, 
because of uncertainty and loss aversion, turns out to have a value of -$30 
(Greene, German and Delucchi, 2007). To the typical consumer, there is little reason 
to calculate the value of increased fuel economy, and no responsible automobile 
manufacturer would spend billions of dollars to retool and redesign its product lines 
to provide fuel economy for which consumers are not willing to pay. 


Price and Value of Increased Fuel Economy to 
Passenger Car Buyer, Using NRC Average Price Curves 



Figure 4. Price, Present Value of Fuel Savings and Net Value of Fuel Economy. 
Source: authors calculations based on NRC, 2002. 

This is why the world’s major economies, the European Union, Japan, China, 
Canada and the United States, even those with fuel prices substantially higher than 
the U.S., have all implemented fuel economy standards for light-duty vehicles (An 
et al., 2007). Like the markets for energy efficiency in other durable consumer goods 
such as refrigerators or air conditioners, the market for automotive fuel economy is 
not efficient. As in these other markets, consumers do not fully value the savings 
fuel economy improvements provide over the lifetime of a vehicle. Because car buy- 
ers are generally not willing to pay the full value of fuel economy improvements, 
manufacturers do not provide them. 

Fortunately, fuel economy standards work (Greene, 1998). Past fuel economy 
standards raised the fuel economy of U.S. light-duty vehicles by 50% (figure 4.) sav- 
ing U.S. motorists approximately 60 billion gallons of fuel in 2005 (figure 5). Fuel 
economy standards are not the only policy that can correct the fuel economy market 
failure. A market-based policy, called “feebates” also has great promise (Greene, et 
al., 2006). A feebate system would reward vehicles with greenhouse gas emissions 
below a target fuel consumption (gallons per mile) value and charge a fee to vehicles 
above it. The amount of the rebate or fee would depend on the amount by which 
the vehicle’s fuel consumption deviated from the target level. The target itself can 
be a function of vehicle attributes, such as the NHTSA’s footprint metric. A signifi- 
cant advantage of feebates over fuel economy standards is that they provide a con- 
tinuing incentive to develop and implement advanced fuel economy technology. 
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U.S. Passenger Car and Light T ruck 
Fuel Economy Standards 



Figure 5. U.S. Pas.senger Car and Light Truck Fuel Fxonomy and Standards. 
Source: Davis and Diegel, 2007; LIS EPA, 2007b. 


Passenger Car and Light Truck Travel and Fuel Use 
1970-2005 



Figure 6. U.S. Passenger Car and Light Truck Travel and Fuel Use, 1970-2005. 
Source: FHWA, 2005; Davis and Diegel, 2007. 


Medium and heavy trucks and buses account for 20% of transportation’s green- 
house gas emissions (EPA, 2007, table 2-17). In the past, we have assumed that 
these markets do function efficiently and that there is no need for heavy vehicle fuel 
economy standards. The Japanese government, directly challenging that assump- 
tion, set weight-based fuel economy standards for heavy trucks in March 2006 
(Goto, 2007). The standards call for an average 12% increase in new heavy truck 
fuel economy over the 2002 level by 2015. In my opinion, we should investigate this 
option, as well. Significant energy efficiency improvements are also possible in air 
travel, rail and shipping. According to the International Air Transport Association 
aircraft CO 2 emissions could be reduced by 12% through improved air traffic man- 
agement, and by 6% through operational improvements that could be made by air- 
lines and airports (JITI, 2007). The Advisory Council for Aeronautics Research in 
Europe has set a goal of reducing the fuel consumption of new commercial aircraft 
by 50% by 2020 (JITI, 2007). 
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LAND USE AND TRANSPORTATION INFRASTRUCTURE 

Another important reason we should not expect a cap-and-trade policy alone to 
bring about an efficient reduction in transportation GHG emissions is the central 
role that local, state and national governments play in providing and operating 
transportation infrastructure and influencing development. The geographic distribu- 
tion of people and places, especially the density of development, strongly influences 
the demand for transportation. The way settlements are designed — whether neigh- 
borhoods have sidewalks and bikepaths, whether homes are within walking distance 
of shops or public transportation — influences both the amount of travel and the 
modes chosen. To have the greatest beneficial impact on travel in metropolitan 
areas, development policies should be coordinated with investments in public trans- 
portation. Changes in the spatial structure of the built environment take time but 
can pay large dividends. Based on a review of the literature, it appears that vehicle 
travel could be reduced by about 5% in 10 years and by 10% in 25 years, versus 
what it would otherwise have been (Greene and Schafer, 2003). Given more time, 
even greater impacts should be achievable. 

LOW CARBON FUELS 

How strongly the cap-and-trade policy will affect the carbon content of transpor- 
tation fuels is not yet clear. Without a doubt, the GHG permit price will provide 
an economic incentive to reduce the carbon content of transportation fuels. However, 
especially in the early years, permit prices may not be sufficient to cause significant 
reductions, nor will they reflect the need of the nation to reduce its dependence on 
petroleum. 

In 2006, the U.S. used 5.5 billion gallons of fuel ethanol, more than a three-fold 
increase over the year 2001. Still, ethanol supplied only 2.5% as much energy for 
transportation as gasoline. The Renewable Fuels Standard calls for a further in- 
crease in renewable fuel use to 7.5 billion gallons by 2012, although the EPA 
projects that renewable fuel use will exceed 11 billion gallons in that year (EPA, 
2007c). But the greenhouse gas impacts of renewable fuels vary greatly depending 
on precisely how they are produced and the feedstocks used (Farrell et al., 2006). 
Biofuels unquestionably have a role to play in reducing GHG emissions, as well as 
U.S. oil dependence. However, the best strategy for using biomass to power trans- 
portation vehicles is not yet clear. In view of that, a low carbon fuels standard ap- 
pears to be a better option than a renewable fuels mandate. The advantage of a low 
carbon fuels standard is that it does not dictate to fuel suppliers how they should 
reduce the fossil carbon content of their fuels. Instead, it allows them to use their 
ingenuity to find the most economically efficient solution. 

RESEARCH AND DEVELOPMENT 

In the future, much greater reductions in emissions could be achieved with ad- 
vanced technologies. Researchers at the Massachusetts Institute of Technology’s 
Sloan Automotive Laboratory have estimated that by 2030 advanced internal com- 
bustion engine vehicles with the same size and performance as model year 2005 ve- 
hicles could achieve 80% better fuel economy (Kasseris and Heywood, 2007). MIT 
researchers also estimate that advanced hybrids could achieve three times the miles 
per gallon of today’s internal combustion engine vehicles (Kromer and Heywood, 
2007) (Figure 7). Beyond 2030, when our electricity sector is substantially de-car- 
bonized, plug in hybrid vehicles could further reduce GHG emissions from motor ve- 
hicles. If carbon capture and storage is successful, hydrogen fuel cell vehicles may 
someday drive motor vehicle GHG emissions to zero. None of these technologies is 
ready for commercialization today. Substantial investments in research and develop- 
ment are necessary for reductions in transportation’s GHG emissions of 50% to 80% 
over current levels to be achievable by 2050. 
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Potential for Advanced Technologies to Increase Fuel Economy by 2030 



2005 Base 2030 Adv. 2030 Diesel 2030 Turbo SI 2030 Hybrid 


Figure 7. Potential for Advanced Technologies to Increase Automotive Fuel Economy 
by 2030 Based on MIT Analyses, 

Sources; Kasseris and Heywood, 2007; Kromer and Heywood, 2007. 

CONCLUDING OBSERVATIONS 

Creating an economy-wide price signal to reduce greenhouse gas emissions, as a 
cap-and-trade system will do, is the cornerstone of a comprehensive climate change 
strategy. However, cap-and-trade is not a sufficient policy for the transportation sec- 
tor. An efficient response from transportation will be hindered by deficiencies in the 
market for fuel economy, together with the central role of land development policies 
and transportation infrastructure investments in driving demand for transportation. 
Fuel economy policy is essential. Intelligent land use and infrastructure policies that 
enhance the attractiveness of walking, biking, and public transport can also make 
an important and potentially critical difference by 2050. At present, it is not known 
how effective a cap-and trade system can be in reducing the carbon content of trans- 
portation fuels. Especially in the early years, a low carbon fuel standard may be 
needed. Ultimately, significant technological advances will be required if transpor- 
tation’s GHG emissions are to be reduced by 50% to 80% over current levels by 
2050. 

Thank you for the opportunity to present my views on this enormously important 
legislation. 
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Responses by David Green to Additional Questions from Senator Inhofe 

Question 1. You touched on this in your written testimony, but can you elaborate 
on why a low carbon fuels standard is a better option than a renewable fuels man- 
date. Isn’t it true that a low carbon fuels standard allows fuel suppliers to find the 
most economically efficient solution rather than mandating that they use biofuels? 

Response. A low carbon fuels standard allows fuel suppliers to find the most eco- 
nomically efficient solution and also creates an incentive for innovation. The term 
“carbon” in “low carbon fuels standard” (LCFS) is shorthand for lifecycle global 
warming impact. Thus, the first advantage of the LCFS for addressing global cli- 
mate change is that it directly targets the environmental impact of greenhouse gas 
emissions. Compliance with a renewable fuels mandate is not measured by the re- 
duction in global warming impact but rather by the quantity of biofuel sold. Its 
greenhouse gas mitigation benefits therefore depend on the tendency of biofuels to 
have lower lifecycle, or well-to-wheel, greenhouse gas emissions than the petroleum 
fuels they replace. As the answer to question 2 clearly shows, the greenhouse gas 
impacts of biofuels depend strongly on the feedstocks from which, and production 
processes by which they are produced. As a result, the greenhouse gas mitigation 
benefits of a renewable fuels standard can range from a little to a lot. 

The second advantage of a LCFS is that it is a performance standard and does 
not mandate a particular technological solution. It requires only that lifecycle global 
warming impact be reduced; it does not specify how that must be accomplished. A 
renewable fuels standard limits the range of options available to fuel suppliers to 
renewable fuels. Renewable fuels could turn out to be the best option, but if this 
were the case then the result of the LCFS would be no different from the renewable 
fuels standard. However, the LCFS allows fuel suppliers the opportunity to invent 
or discover a lower cost alternative that accomplishes the same result. In terms of 
economic efficiency, the LCFS will achieve a given reduction in greenhouse gas 
emissions as efficiently, or more efficiently than the renewable fuels standard. By 
allowing the widest possible range of responses, the LCFS also creates a greater in- 
centive to find innovative solutions. 

Question 2. Do renewable fuels have greenhouse gas emissions? Does this vary 
based on how they are produced and the feedstocks used? How so? 

Response. Renewable fuels can produce net lifecycle greenhouse gas emissions de- 
pending on the feedstock from which they are produced and the process used to con- 
vert the feedstock into liquid fuel. Different methods of cultivating biomass generate 
different amounts of greenhouse gases. Use of nitrogen fertilizer and tilling, har- 
vesting and transporting biomass with machinery powered by petroleum fuel are 
significant sources of lifecycle greenhouse gas emissions in feedstock production. Use 
of fossil energy in conversion processes can also be a significant source of green- 
house gas emissions. The table shown below is taken from the technical analysis 
supporting California’s low carbon fuels standard (Farrell & Sperling, 2007) and is 
based on what I believe to be the two most authoritative lifecycle greenhouse gas 
models for the United States. The estimates based on Argonne National Labora- 
tories’ GREET model indicate that ethanol produced from corn using the corn stover 
as a source of fuel in a dry milling process produces only a little more than half 
the lifecycle greenhouse gas emissions of California reformulated gasoline. On the 
other hand, if ethanol is produced from corn using coal for energy, the lifecycle emis- 
sions are more than 20% higher than California reformulated gasoline. The same 
model indicates negative greenhouse gas emissions for diesel produced via gasifi- 
cation of poplar trees produced in California and fuel synthesis via the Fischer- 
Tropsch process. There are sometimes important differences between the estimates 
produced by the two models. For example, the GREET model estimates a two thirds 
reduction in lifecycle greenhouse gas emissions from the production of biodiesel from 
soybeans, while the LEM model estimates more than a doubling of lifecycle green- 
house gas emissions. Such differences are attributable to differing assumptions, es- 
pecially with respect to indirect impacts on land uses. There is still a great deal to 
be learned about the full lifecycle impacts of biofuel production, yet there is no 
doubt that renewable fuels can produce very significant greenhouse gas emissions 
and that the quantities produced are very sensitive to feedstocks and production 
methods. 
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Table ES-3: Global Warming Impacts Estimated by Two LCA Models, Adjusted 
for Energy at the Wheel (g C02 eq / MJ) (Farrell & Sperling, 2007) 


Fuel 

Fuel production pathway 

GREET 

LEM (CEF) 

CARFG 

Marginal gallon produced in CA 

92 

85 

Oiese! 

Ultra-iow-sulfur diesel produced in CA 

71 

73 

Propane 

From petroleum 

77 

67 

CNG 

From North American natural gas {In spark ignition engines) 

79 

81 

BTL 

Fischer-Tropsch diesel from California biomass (poplar 
trees) 

-3 


CTL 

Fischer-Tropsch diesel from coal 

167 

- 

Biodiesel 

FAME biodiesel from Midwest soybeans 

30 

224 

Ethanol 

Midwest corn ethanol from a coal-fired dry-mill 

114 

_ 


Midwest corn ethanol from a natural gas-fired dry-mill 

70 

97 


Midwest com ethanol using stover as fuel in a dry-mill 

47 



California corn from a gas-fired dry-mill, wetcake coproduct 

52 

- 


Celluiosic ethanol from California poplar trees 

-12 

- 


Celiuiosic ethanol from Midwest prairie grass 

7 

- 


Celluiosic ethanol from municipal solid waste 

5 

- 

Electricity 

CA average electricity 

27 

- 


Natural gas combined cycle and renewable generation 

21 

34 

Hydrogen 

Hydrogen from biomass, delivered by pipeline 

22 

- 


Hydrogen from steam-reformation of onsite natural gas 

48 
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Question 3. Studies have shown that modest improvements to traffic flow would 
reduce carbon dioxide emissions by as much as 77 percent and conserve more than 
40 billion tons of fuel over a 20-year period (stats from letter from transportation 
construction coalition). What does, or should this bill do to alleviate congestion on 
the highways? 

Response. I have not read the study on which these estimates are based but I am 
extremely skeptical that a modest improvement in trafflc flow could reduce carbon 
emissions by anything close to 77%. On the other hand, 40 billion gallons of fuel 
over a 20-year period is an average of 2 billion gallons per year, on the order of 
1% of total motor fuel use on U.S. highways (USDOT, FHWA, table VM-1, 2006). 
An impact on the order of 1% seems far more plausible to me as an assessment of 
the potential for congestion mitigation to reduce fuel use and thereby reduce green- 
house gas emissions. In my opinion, this bill should not concern itself with traffic 
congestion mitigation. Traffic congestion is a very significant problem for transpor- 
tation and has serious economic impacts. However, in my opinion, it should be ad- 
dressed directly via other policies such as improving traffic management, congestion 
pricing, investing in capacity expansion and alternative transport modes, land use 
planning and urban design. 

I hope that my responses have adequately and appropriately addressed your ques- 
tions. Please accept my thanks for the important work you are doing and my very 
best wishes for a successful result. 
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Senator Boxer. Thanks very much, Dr. Greene, for that thought- 
ful testimony. I appreciate it. 

Now we go to Robert Baugh, who is the executive director of the 
Industrial Union Council of the AFL-CIO. We are very grateful 
that you are here and welcome your testimony now. 
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STATEMENT OF ROBERT C. BAUGH, EXECUTIVE DIRECTOR, 

AEL-CIO INDUSTRIAL UNION COUNCIL AND CHAIR, AFL-CIO 

ENERGY TASK FORCE 

Mr. Baugh. Thank you, Senator, we appreciate the opportunity 
to testify before the Committee today. 

The AFL-CIO believes that taking action to address global 
warming and to achieve energy independence are mutually rein- 
forcing goals for the Nation, and they are in the best interests of 
our economic, environmental and national security. We have par- 
ticipated actively in stakeholder discussions all the way through 
this process, and it led many of us to endorse another piece of legis- 
lation. When Senator Boxer empowered you and Senator Warner to 
move ahead, we actively and openly participated in the stakeholder 
process again around the creation of America’s Climate Security 
Act. We share the belief in the Act that the legislation should 
achieve its purpose while preserving robust growth in the United 
States economy and avoiding the imposition of hardship on the 
United States citizens. 

I am here this morning to address five areas of the bill that we 
think could be improved to achieve that goal. First, the investment 
portfolio. We commend you. Senator Lieberman and Senator War- 
ner, for the original draft of this legislation, which made the crit- 
ical long-term commitments to technology development and deploy- 
ment that are part of the key to solving our carbon footprint. 

Unfortunately, two pieces of the investment portfolio were se- 
verely undermined by the automobile and coal-related amendments 
adopted during the subcommittee markup. The AFL-CIO believes 
these amendments are counterproductive and actually undermine 
the technological transition this legislation is attempting to 
achieve. We encourage the Committee to return to the original lan- 
guage. 

Secondly, on the time lines and targets, we support realistic time 
lines and goals for the emissions reductions, but we are concerned 
that there continues to be a disconnect between the reduction tar- 
gets and the actual development and deployment of new tech- 
nology. This bill sets a 15 percent reduction of greenhouse gas 
emissions below 2005 levels by 2020. This is prior to the antici- 
pated commercial availability of a carbon capture and storage tech- 
nologies. Similar deployment and developmental issues remain in 
the renewable side of the equation, too, to achieve these goals in 
such a short time period. 

And finally, this sets a standard 70 percent below the 2005 levels 
by 2050. Previously, we had supported a 60 percent reduction, but 
tied to presidential reviews and the participation of the developing 
world in this process to solve this problem. 

On job creation, we believe that this legislation can serve a dual 
purpose: environmental protection and economic development. The 
legislation, though, needs to make this implicit idea in the bill very 
explicit. We urge the Committee to adopt language to direct the 
Climate Change Credit Corporation that the financial resources of 
the corporation shall be dedicated to domestic investments. We 
think the findings section of the bill and the purpose section of the 
bill should strengthen that and reflect the same idea that we are 
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reinvesting these monies to recycle these dollars in the American 
economy. 

The cost control and market system. The AFL-CIO supports a 
limited market approach to cap and trade with price control mecha- 
nisms that prevent serious long-term damage to the economy. The 
Carbon Market Efficiency Board has a cost control mechanism, but 
frankly, we believe this works at cross purposes with the way the 
market system is actually being set up. The legislation’s open and 
unlimited trading of allowances and the ability to bank them in 
perpetuity leaves the system open to predatory and speculative 
trading practices. The hoarding of allowances will fuel volatile pric- 
ing and a market will result in damaging increases in prices to con- 
sumers, industry and utilities. 

The cost control mechanism in S. 2191 may be triggered after 
180 days. By that point, when people have to purchase allowances 
annually, the damage will have been done, it is too late. We think 
that the mechanism of borrowing against the future is not nec- 
essarily effective and we believe we should explore other tools to 
do that. We should not allow the banking of allowances in per- 
petuity. We should prohibit a wide open market system that allows 
speculators to play. 

We support the international provisions. We have been very clear 
on that. We think they can be strengthened. The 2020 date was ar- 
bitrary. And it can be moved back. Upon enactment of this bill, the 
President should engage in negotiations with the developing world 
about participation in this process. As we employ the regulations 
and open the market system, you can then actually take action and 
it should be triggered at that point. 

Finally, the offsets in international allowances portion, up to 30 
percent of the allowances that a firm is supposed to be using can 
come from international allowances and offsets. We think this 
number is too high, and in fact, may act as a disincentive for mak- 
ing the investments in the transition and transformational tech- 
nologies that need to be made. We suggest that the Committee look 
at this. These figures should be lower. 

And we have a second concern with offsets. It is very easy to pay, 
allow for offsets for a business activity that would occur as a nat- 
ural course of doing business. In my longer testimony, I have used 
the forest products industry as an example. But we are very con- 
cerned about the legitimacy of offsets that actually do reduce 
greenhouse gases and not pay for activity that would happen as a 
normal course of business or as covered by law. 

We look forward to working with the Congress and with this 
Committee to achieve legislation that will result in a cleaner plan- 
et, greater energy efficiency and the revitalization of our manufac- 
turing base. Thank you. 

[The prepared statement of Mr. Baugh follows:] 

Statement of Robert C. Baugh, Executive Director AFL-CIO Industrial 
Union Council and Chair AFL-CIO Energy Task Force 

Chairman Boxer, on behalf of the 9 million members of the AFL-CIO, I want to 
thank you and the members of the Environment and Public Works Committee for 
the opportunity to testify this afternoon on America’s Climate Security Act (S. 
2191). 
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America needs an energy policy for the twenty first century that will result in a 
cleaner planet, greater energy efficiency and the revitalization of our manufacturing 
base. It is an opportunity for our nation to prove that economic development and 
environmental progress can and should go hand-in-hand. We believe that taking ac- 
tion to address global warming and energy independence are mutually reinforcing 
goals that are in the best interest of the nation’s economic, environmental and na- 
tional security. 

The AFL-CIO has actively participated in various stakeholder meetings with 
members of both the House of Representatives and the Senate that have led to leg- 
islative proposals that the AFI^CIO and many of our affiliates have supported. We 
have also participated openly and honestly in the stakeholder meetings that re- 
sulted in S. 2191, America’s Climate Security Act. It is our intention to continue 
working with the members of this committee to develop “cap-and-trade” legislation 
that addresses the environmental health of the planet while assuring that good pay- 
ing jobs are not sacrificed to overseas competition. 

The AFL-CIO takes to heart the statement in S. 2191 that this legislation should 
achieve its purpose “while preserving robust growth in the United States economy 
and avoiding the imposition of hardship on United States citizens.” Today we wish 
to recognize the aspects of S. 2191 that the AFL-CIO supports and to offer our 
thoughts on how to strengthen the legislation. 

INVESTMENT PORTFOLIO 

We appreciate the fact that the original draft of S. 2191 incorporated many of our 
investment recommendations such as the inclusion of bonus allowances to promote 
early technology deployment and the early auction of allowances for quick invest- 
ment into research and development. We commend Senator Lieberman and Senator 
Warner for their original draft of S. 2191 which made critical long term commit- 
ments to technology development and deployment with an investment portfolio that 
includes renewable energy supplies, appliance efficiency, biomass, advanced coal 
and sequestration program, and the advanced technology vehicles manufacturing in- 
centive program. 

Unfortunately, the latter two pieces of the investment portfolio were severely un- 
dermined by automobile and coal-related amendments adopted during the sub- 
committee markup. The AFL-CIO believes these amendments are counterproductive 
and actually undermine the technological transition this legislation is attempting to 
achieve. We encourage the committee to return to the original language 

TIMELINES AND TARGETS 

The AFI^CIO supports realistic timelines and goals for emission reduction. We 
are concerned that there is a disconnect between the reduction targets and the ac- 
tual development and deployment of new technology. S2191 set a 16 percent reduc- 
tion of greenhouse gas emissions below 2005 levels by 2020. This is prior to the an- 
ticipated commercial availability of carbon capture and storage technologies. Simi- 
larly, renewable technologies have their own set of technology development and de- 
ployment issues that seriously call into question the ability to meet the reduction 
levels without drastic economic harm. 

S. 2191 also requires a 70 percent national emission reduction below 2006 levels 
by 2050. The AFL-CIO has supported a 60 percent or greater reduction by 2050 
that was tied to a Presidential review of the participation of the developing nations 
like China, India, Brazil, etc in a global climate protection framework. We urge the 
Committee to also make this linkage and include five-year review requirement. 

JOB CREATION 

We believe that S. 2191 can serve a dual purpose: environmental protection and 
economic development. The legislation needs to make explicit the implicit economic 
development goals embodied in the bill’s investment strategy and its stated purpose 
of “preserving robust growth.” It is in the national interest to assure that the invest- 
ment dollars generated by this legislation are reinvested in our domestic economy. 

We urge the Committee to adopt language to direct the Climate Change Credit 
Corporation that “the financial resources of the corporation shall be dedicated to do- 
mestic investments. In addition, we suggest that “domestic economic development” 
be identified as a finding of Congress and that domestic investments in technology 
development, production and construction” be identified as a purpose of the legisla- 
tion. 
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COST CONTROL AND THE MARKET SYSTEM 

The AFL-CIO supports a limited market approach to cap and trade, with regu- 
latory mechanisms that act as a price control to prevent any serious long-term dam- 
age to the economy. The Carbon Market Efficiency Board (CMEB) has a cost control 
mechanism, but we believe its market intervention tool and its open market system 
work at cross-purposes. 

The CMEB is empowered to take action after prolonged allowance price hikes of 
180 or more days but that may be too late because firms are required to obtain and 
use allowances annually. In 180 days the irreparable economic damage will already 
have been done. Additionally, the intervention tool allowing the issuance of “future” 
allowances to drop prices seems to be of limited value given how this market seems 
to be structured. 

S. 219Ts open and “unlimited trading” of allowances and the ability to bank them 
in perpetuity leaves the system open to predatory and speculative trading practices 
and the hoarding of allowances that will fuel volatile pricing in the market. This 
will have a detrimental pricing impact on the public, utilities sector, and energy- 
intensive industries. 

To address these concerns, the AFL— CIO recommends that the trading of allow- 
ances be regulated and restricted. Market participation should be limited to firms 
that intend to use the allowances. The banking of allowances be limited by setting 
a “time certain” by which they must be used or expire. These steps will help create 
a more certain less speculative trading environment. In addition, the CMEB market 
intervention timeline should be shortened and additional intervention tools consid- 
ered. 


INTERNATIONAL PROVISIONS 

The AFI^CIO endorses S. 2191’s inclusion of international language which will 
help preserve American jobs while taking an important step forward to engaging the 
developing world in seeking a solution to global warming. However, modest modi- 
fications to the international timeline and implementation process would strengthen 
this section. 

Implementation can and should take place far sooner than 2020. The bill should 
require the President to open negotiations immediately upon enactment. Once the 
regulations are in place and the cap and trade program is in operation for two to 
three years, then the international action can be implemented. This last step should 
be an administrative action, not something subject to presidential waiver. 

OFFSETS AND INTERNATIONAL ALLOWANCES 

We are concerned about the use of offsets and international allowances; the ability 
to monitor their legitimacy; and ways in which they could undermine domestic in- 
vestment in industry. Under S. 2191, for up to 30 percent of the annual allowances 
a firm must submit be comprised of offsets (15 percent) and internationally pur- 
chased allowances (15 percent). This could prove to be a disincentive to firm invest- 
ments in transformational technology. 

The AFL-CIO believes that the S. 2191 should either limit the use of offsets and 
international allowances in combination, or simply to lower the amount available. 
We also have a related concern over the possibility of double dipping, whereby al- 
lowances are granted for offset activity that would have been done an3rway as a 
course of law, tax policy and/or business practice. This does not add to greenhouse 
gas reduction and should be prohibited. 

We look forward to working with Congress to achieve an energy policy for the 
twenty-first century that will result in a cleaner planet, greater energy efficiency, 
and the revitalization of our manufacturing base. 

An appendix accompanies this testimony that provides additional information 
about our testimony. 


Appendix: AFL-CIO Recommendations for America’s Climate Security Act 

THE INVESTMENT PORTFOLIO 

Advanced Technology Vehicles Manufacturing Incentive Program 

As previously indicated, the AFL-CIO strongly supports the thrust of the Ad- 
vanced Technology Vehicles Manufacturing Incentive Program created under S. 
2191. This program can help to accelerate the introduction of advanced technology 
vehicles, and thus to help our country make major strides in reducing greenhouse 
gas emissions and our dependence on foreign oil. At the same time, it can ensure 
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that the vehicles of the future are built in this country, thereby creating tens of 
thousands of jobs for American workers. 

However, we believe the language in these provisions needs to be improved in sev- 
eral respects. First, the language in Section 4405(b)(1) should be modified to clarify 
that awards under the program can only be made to manufacturers and components 
suppliers for re-equipping or expanding a manufacturing facility “in the United 
States” to produce qualif 3 dng advanced technolop^ vehicles and components. Obvi- 
ously, we should not be providing funds to subsidize investment in manufacturing 
facilities in other countries. 

Second, during the Subcommittee markup, an amendment by Sen. Sanders was 
adopted by voice vote that requires all qualif 3 dng advanced technology vehicles to 
meet a 35 miles per gallon standard to be eligible for assistance under this program. 
Unfortunately, this amendment totally eviscerates the program. In order to make 
meaningful progress in reducing our dependence on foreign oil and greenhouse gas 
emissions, the auto industry needs to improve fuel economy across the entire spec- 
trum of vehicles. It needs to put hybrid and advanced diesel technology into pickups, 
sports utility vehicles (SUVs), minivans, and larger passenger cars, as well as small- 
er vehicles like the Prius. 

Indeed, some of the greatest gains in reduced oil consumption and greenhouse gas 
emissions can come from improving the fuel economy of these bigger vehicles. How- 
ever, because many of these vehicles would still be below the 35 miles per gallon 
level, even with the hybrid or diesel advanced technology, the Sanders amendment 
would effectively exclude them from being able to get any assistance under the man- 
ufacturing program. As a result, this would greatly reduce the effectiveness of the 
program in achieving the environmental goals, as well as its ability to generate jobs 
for American workers. 

It is also important to note that the Sanders amendment directly conflicts with 
the CAFE provisions that were approved earlier this year by the Senate in the en- 
ergy legislation, and that were supported by environmental groups. Those CAFE 
provisions specified that the fleet of vehicles for the entire industry must meet a 
35 miles per gallon standard, not that each and every vehicle must meet this stand- 
ard. Indeed, under the reformed, attribute-based CAFE system approved by the Sen- 
ate, it was expressly recognized that different sizes and types of vehicles would have 
to achieve different fuel economy levels, depending on their particular attributes. 
Unfortunately, the Sanders amendment departs from this approach, and instead im- 
poses a rigid, one-size-fits-all mandate on all vehicles. 

Finally, Section 4405(c)(1) specifies that the manufacturing incentive program 
only applies to facilities and equipment placed in service before January 1, 2016. 
In our judgment, this time period is far too restrictive, especially since the CAFE 
provisions previously approved by the Senate have a far longer time period, stretch- 
ing to 2020 and beyond. 

Subcommittee Amendment: Coal Preference 

We are concerned about the amendment approved by the Subcommittee con- 
cerning preferences for “low rank” coals with a heat content less than 10,000 BTU/ 
pound. There should be no distinction among coal types in allowance allocations to 
electric generating units, or the distribution of auction revenues as incentives to 
promote clean coal technologies. This sets up a regional preference for coal. 

This was a major flaw in the EPA’s Clean Air Mercury Rule, which awarded extra 
allowances to low-rank western lignite and sub-bituminous coals, despite a growing 
body of evidence that controlling mercury from these coals costs substantially less 
than from eastern bituminous coals. While there are minor differences in the CO 2 
emissions of coals of different rank, CO 2 emissions can be captured by a variety of 
emerging control technologies potentially applicable to all coal types at both new 
and existing units. 

We believe that all coals should compete for incentives on a level playing field 
without regional preferences or exemptions. The bill should remain as originally 
drafted. 


TIMELINES AND TARGETS 

Our most serious concern is the magnitude and timing of 2020 reductions (15 per- 
cent below 2005) compared to Bingaman-Specter (2006 levels). Reductions on the 
coal fired power generation will come from investments in increased efficiency in ex- 
isting facilities, new IGCC (combined cycle technology that is only in the early de- 
velopmental phase with a demonstration plant scheduled to be built in Ohio), and 
the development of carbon sequestration technology. Full development of these lat- 
ter technologies will take a decade, and deployment to scale will take decades more. 
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There is insufficient time to develop and demonstrate CCS technology at commer- 
cial scale. 2020 is effectively 5 years from now in terms of corporate planning for 
investments. Meeting 2006 levels by 2020 is a major reduction given 1 percent popu- 
lation growth and 2-3 percent GDP growth. The bill suggests that the annual re- 
views will allow adjustments of the targets, but experience with the Clean Air Act 
does not support this view. 


JOB CREATION 

Economic Development and Domestic Investment 

This legislation does have a dual purpose: environmental protection and economic 
development. The legislation needs to make explicit the implicit economic develop- 
ment goals embodied in the bill’s investment strategy and its stated purpose of “pre- 
serving robust growth.” We believe that this is in the national interest, and it is 
the intent of Congress to assure that investment dollars generated by this legisla- 
tion recirculate in our domestic economy. The legislation needs to say so. 

To fulfill its dual purpose, this legislation needs to promote domestic investment 
as an economic development strategy that runs from R&D to production and con- 
struction. The findings, purpose, and Climate Change Corp. sections need to be ex- 
plicit about this intent. For example: 

• Finding: “The Congress finds prompt and decisive domestic climate change in- 
vestments are an unprecedented economic development opportunity for the nation. 

• Purpose: “to accomplish that purpose by making climate change investments in 
domestic technology development, production, and construction.” 

• Climate Change Credit Corporation: “the financial resources of the corporation 
shall be dedicated to domestic investments so as to assure that the nation derives 
the maximum economic development return from those investments; 

• Climate Change Credit Corporation domestic investment program will be 
designed to capture intellectual property, encourage industry development, and 
to retain and create new jobs in production, construction and conservation of 
energy. 

• Existing facilities and populated areas shall be considered a strategic pri- 
ority for manufacturing-related investments. 

• Energy incentives and investments by the federal government must not en- 
courage off-shoring of manufacturing or the sale of assets. 

• The Climate Change Credit Corporation will report to Congress on an an- 
nual basis about the domestic economic and environmental impact of its invest- 
ments.” 


COST CONTROL AND MARKET SYSTEMS 
Safety Valves and Market Intervention 

The AFL— CIO supported the cost control mechanism (the Technology Accelerator 
Payment) in the Bingaman-Specter bill because it provides pricing certainty for 
long-term investment decisions, assures a modest effect on fuel and electricity 
prices, and avoids short-term price spikes that can lead to fuel-switching. In this 
case, the legislation also sets a beginning price of $12 per ton that rises 5 percent 
a year above inflation. We are open to discussing alternative levels of a safety valve 
price. 

The proposed Carbon Market Efficiency Board (CMEB) also attempts to act as a 
cost control mechanism, but its open market system undermines this approach and 
its intervention tool is at best slow and of questionable value. The CMEB is empow- 
ered to act in cases where there are prolonged price hikes in allowances (180 or 
more days) that threaten economic damage to the nation. The CMEB will also have 
to determine what that “sweet spot” (price) is. With limited allowances that firms 
need to use annually, in 180 days the damage will already have been done. The 
issuance of “future” allowances to drop prices seems to be of dubious value and of 
real concern given how this market is structured. 

Allowance borrowing from the future is not likely to work due to uncertainty 
about future allowance prices. With a $10 current price, utilities would not borrow 
10 years ahead unless there were certainties that prices would not be above $25 at 
that time (using a typical utility weighted average cost of capital of 9.5 per cent). 

Cap and Trade and the Open Market 

We remain deeply troubled with a simple market-only approach. Today the so- 
called market has left the nation in a housing crisis and the world capital markets 
in turmoil. The nation is still dealing with the fallout of Enron and the deregulation 
of the utility industry, which will make any carbon emission legislation even more 
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difficult to administer. We support a limited market approach, with regulatory 
mechanisms that act as a safety valve to prevent any serious long-term damage to 
the economy. If the point of a cap and trade system is to move firms and utilities 
to change domestic behavior, then we need to be sure this market mechanism does 
that. 

The open and “unlimited trading” of allowances means that anyone, not just firms 
that need to use them, can buy allowances from a limited and declining pool. In ad- 
dition, purchasers are allowed to bank these allowances in perpetuity. This is not 
the stock market or a commodities market, nor should it be treated as such. The 
open access to allowances, and the banking of allowances, lend themselves to the 
kind of predatory and speculative behavior that leads to hoarding and to the cre- 
ation of carbon billionaires. This would have a detrimental pricing impact on the 
public and the utilities and energy-intensive industries. 

Imagine a scenario in which a major nation with over a trillion dollars in accumu- 
lated trade surpluses decides to create a carbon allowance shortage on the U.S. mar- 
ket to make our domestic firms less competitive and push them out of business. Or 
imagine a major hedge fund trying to corner the carbon market and to extract royal- 
ties from domestic industry. With limited allowances, one would only have to cap- 
ture a limited portion to have control. That is not the intent of this legislation. This 
needs to be regulated: 

• The trading of allowances should be regulated and should be done in such 
a way that it assures that allowances that are sold are used. In other words, 
market participants should be limited to firms that intend to use the allow- 
ances. With a declining pool of allowances, available prices will rise but not be 
artificially inflated by speculators. 

• The banking of allowance for an unlimited time raises the same concerns 
about hoarding and predatory behavior that leads to price spikes and artificially 
elevated prices. If the point is to use a diminishing allowance system to effect 
real behavior change and to have a functioning market that fairly sets prices, 
then allowances need to have a deadline by which they must be used or expire. 

INTERNATIONAL PROVISIONS 

The AFL— CIO welcomes the inclusion of the Bingaman-Specter provisions on 
international trade within ACSA, providing a means to impose emission offset re- 
quirements on imported goods from major international trading partners that have 
not taken comparable action to protect the global climate. However, the language 
needs refinement. Implementation can and should take place far sooner than 2020. 

The bill should require the President to open negotiations immediately upon pas- 
sage. Once the regulations are in place and the cap and trade is in operation for 
two to three years, the international action can be implemented. This last step 
should be an administrative action, not something subject to presidential waiver. 

In addition, the timetable and goals should be tied to the international language 
in S. 2191. It is now even more apparent than it was when the Kyoto Accord was 
negotiated that taking unilateral steps is not enough to engage the developing 
world. The Committee should include the five-year review provision included in Sec- 
tion 501 of S. 1766, with its requirement for presidential reviews and recommenda- 
tions related to progress in international negotiations seeking commitments from 
major trading partners: 

Presidential Recommendations to Congress . — Subsection (b) provides that, during 
a period between April 15, 2017 and May 31, 2017, and every 5 years thereafter, 
the President shall submit to the House of Representatives and the Senate a report 
describing any recommendation of the President with respect to changes in the Act. 
The President shall make recommendations with respect to — 

Whether the U.S. should change the allowance amounts for future allocation pe- 
riods as necessary to ensure that the United States is undertaking its equitable 
share of the responsibility for reducing greenhouse gas emissions, and in any 
case will reasonably lead the United States to reduce its annual emissions to 
levels at least 60 percent below current emission levels by 2050. 

OFFSETS AND INTERNATIONAL ALLOWANCES 

We are concerned about the legitimate use of offsets and international allowances; 
the ability to monitor their legitimacy, especially in the international market; and 
ways in which they could undermine domestic investment in industry. This proposal 
allows for up to 30 percent of the annual allowances that a covered entity must sub- 
mit to be comprised of offsets (15 percent) and internationally purchased allowances 
(15 percent). 
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If the goal of this legislation is to change the behavior of domestic power pro- 
ducers and industry and to encourage the domestic investment needed to introduce 
new technology, this could prove to be a roadblock. One option is to limit their use 
in combination, or simply to lower the amount. 

The expanded forestry/agriculture allowances under S. 2191 raise a broader ques- 
tion over potential double dipping with later offset provisions in the bill. For exam- 
ple, Oregon and other states already provide tax incentives for tree planting. In ad- 
dition, the wood products industry is under legal and business obligations to plant 
trees year round. Will the offset provisions doubly reward already-existing behavior 
that has been backed by tax incentives or existing business imperatives? If a utility 
company helps underwrite a timber firm’s required replanting of a logged area, 
could they then claim offset credits? 

This simple example shows how existing tax incentives and business require- 
ments could be used to create offsets that do not provide real value added to the 
environment. Offsets should be the result of creating something new or in addition 
to what normally would have been done as a course of business. The ability to dou- 
ble dip should be prohibited. 


Responses by Robert C. Baugh to Addition Questions from Senator Inhofe 

Question 1. Do you think the Carbon Market Efficiency Board can operate as a 
“safety valve” or cost control mechanism to protect the U.S. economy in time in the 
event of shocks to that economy created by the very system we have put in place? 

Response. As in prior legislation, the AFI^CIO strongly supports effective cost 
control mechanisms as a tool for avoiding shocks to the economy and proving pricing 
certainty for critical long-term private sector investment decisions. The cost control 
effectiveness of any oversight organization will be determined by its structure, gov- 
ernance and the tools it has to work with. 

The Carbon Market Efficiency Board (CMEB) is responsible for overseeing the 
market system and has been given limited market intervention tools. We believe the 
“system” and tools rather than reinforcing one another, actually work at cross-pur- 
poses. The legislation designs a trading system that provides open access to anyone 
and allows those buyers to bank their allowances in perpetuity. This is an open invi- 
tation to predatory behavior by speculators and hoarding of allowances that will 
drive price volatility. 

To combat the volatility, the CMEB is empowered to take action after prolonged 
allowance price hikes of 180 or more days, but that may be too late because firms 
are required to obtain and use allowances annually. In 180 days the irreparable eco- 
nomic damage will already have been done. Additionally, the intervention tool allow- 
ing the issuance of “future” allowances to drop prices seems to be of limited value 
given how this market seems to be structured. 

To address these concerns, the AFL— CIO recommends that the trading of allow- 
ances be regulated and restricted. Market participation should be limited to firms 
that intend to use (not just buy and sell) the allowances. The banking of allowances 
should be limited by setting a “time certain” by which they must be used or expire. 
These steps will help create a more certain less speculative trading environment. 
The CMEB market intervention timeline should be shortened and Congress should 
consider additional/stronger intervention tools. 

We are open to the consideration of any effective cost control mechanisms that 
will avoid serious shocks to the American economy. At the same time, we remain 
committed to an investment strategy in the transformational technologies needed to 
change our carbon footprint. 

Question 2. What are American workers and employers to do under this legisla- 
tion when the technology that everyone is hoping for turns out not to be widely 
available on schedule but the stringent reduction requirements kick in. 

Response. The AFL— CIO supports realistic timelines and goals for emission reduc- 
tion. As we testified before the committee, we are concerned that there is a dis- 
connect between the reduction targets and the actual development and deployment 
of new technology. S. 2191 sets a 15 percent reduction of greenhouse gas emissions 
below 2005 levels by 2020. This is prior to the anticipated commercial availability 
of carbon capture and storage technologies. Similarly, renewable technologies have 
their own set of technology development and deployment issues that seriously call 
into question the ability to meet the reduction levels without drastic economic harm. 

The legislation does call for annual reviews of the standards that have been 
adopted, the status of efforts to meet the standards and the status of technology de- 
velopment and deployment needed to meet the timelines and empowers the EPA to 
change the standards. Unfortunately, that has not been our experience with the 
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Clean Air Act. The reviews are important but not sufficient. We believe Congress 
should play a role in any review and/or revision process. 

In addition, American workers and employers must be engaged in this process. 
They should be represented on all the related agencies and organizations respon- 
sible for carrying out this legislation including the CMEB, Climate Change Corp., 
and EPA advisory bodies responsible for the reviews. 

In addition, S. 2191 also requires a 70 percent national emission reduction below 
2005 levels by 2050. The AFL-CIO has supported a 60 percent or greater reduction 
by 2050 that was tied to a Presidential review of the participation of the developing 
nations like China, India, Brazil, etc., in a global climate protection framework. We 
urge the Committee to also make this linkage and include five-year review require- 
ment. 

Question 3. What do these same American workers do/what happens to them 
when China and India continue to do nothing to address their rapidly widening car- 
bon footprints. 

Response. To put it bluntly, it is not in our national interest to see our efforts 
to reduce carbon emissions become yet another advantage that a developing nation 
uses to attract business. However, it is in our interest and the world’s interest to 
have developing nations become part of the solution because the problem cannot be 
solved without them. Thus, the U.S. needs an approach that provides incentives for 
participation like the transfer of clean coal technology and penalties for non-partici- 
pation such as a border adjust cost. 

The AFI^CIO endorses S. 2191’s inclusion of international language, which will 
help preserve American jobs while taking an important step forward to engaging the 
developing world in seeking a solution to global warming. However, the inter- 
national timeline and implementation process needs to be strengthened. 

Implementation can and should take place far sooner than 2020. The bill should 
require the President to open negotiations immediately upon enactment. Once the 
regulations are in place and the cap and trade program is in operation for two to 
three years, then the international action can be implemented. This last step should 
be an administrative action, not something subject to presidential waiver. 

S. 2191 also touches on the international impacts of climate change by providing 
some resources to help nations suffering the affects of global warming. These re- 
sources should also be made available to help transfer newer cleaner energy tech- 
nology to the developing world. 

The AFL— CIO and Congress also have the opportunity to address this issue in 
international forums. In December, the AFL-CiO and a number of our affiliates will 
be participating in the UN sponsored meetings in Bali to discuss the post Kyoto pro- 
tocols. The AFL-CIO has been working with the International Trade Union Confed- 
eration (ITUC) to adopt language that makes it clear that a unilateral approach is 
no longer viable and developing nations must become part of the solution. As part 
of the ITUC delegation we will also be supporting incentives for the adoption of 
clean coal and other technologies by developing nations. 

Senator Boxer. Thanks, Mr. Baugh. Thanks for your participa- 
tion in the stakeholder process up until now. Obviously we welcome 
you as this goes forward. You got a lot into five minutes there. 
Thank you. 

Next we have Andrew Sharkey, president and CEO of the Amer- 
ican Iron and Steel Institute. We welcome you and your testimony. 

STATEMENT OF ANDREW G. SHARKEY III, PRESIDENT AND 
CEO, AMERICAN IRON AND STEEL INSTITUTE 

Mr. Sharkey. Thank you. Senator Lieherman. On hehalf of the 
American Iron and Steel Institute, I express my gratitude to the 
members of the Committee for the opportunity to testify today. 

The American steel industry is part of the solution in this de- 
bate, not the problem. We are the most energy-efficient steel indus- 
try in the world and we have the data to prove it. We not only beat 
the Kyoto targets 11 years early, we are already doing on our own 
what S. 2191 seeks to do for the entire economy. Largely through 
recycling and investments in new technology, we have reduced en- 
ergy use per ton of steel shipped by over 40 percent over the past 
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25 years. Reduction in carbon emissions per ton of steel shipped be- 
tween 1990 and 2006 exceeded 29 percent. 

If you will, this industry is laying golden eggs. Steel is the most 
recycled material. The entire domestic industry is using more scrap 
metal. The use of recyclable materials as a raw material feedstock 
in manufacturing processes can significantly reduce and even 
avoid, in some cases, greenhouse gas emissions. While our present 
processes are optimized, we are not standing still. The steel indus- 
try has embarked on an aggressive research and development pro- 
gram to advance the next generation of iron and steel making tech- 
nologies that will dramatically reduce or eliminate CO 2 emissions. 

Regarding steel in material, our products lead the way in reduc- 
ing the greenhouse gas emissions of our customers. For example, 
through the design of automobiles using advanced high-strength 
steels, which permit much lower vehicle weights and require much 
less fuel, all the while retaining vehicle safety. If you take only one 
thing away from this hearing, it should be the impact of climate 
change legislation on U.S. workers and manufacturers. I want to 
be as clear as possible on this point. If climate legislation fails to 
address the competitiveness vis-a-vis foreign products, it will have 
devastating consequences not only for the U.S. economy but also 
for the environment. Not only will we export American jobs but 
greenhouse gas emissions will rise. The carbon footprint of our 
major foreign competitors selling in the U.S. market is substan- 
tially higher than the domestics as a whole. 

It goes without saying that in a market open to imports such as 
ours, any legislation that undermines the competitiveness of U.S. 
mills will encourage steel production to leave this market in favor 
of markets with low environmental standards. Such an outcome 
will necessarily result in higher volumes of greenhouse gas emis- 
sions worldwide. 

To put it bluntly, the big winner in such a scenario will be coun- 
tries like China and India and the big losers will be U.S. workers 
and the global environment. Some examples, our energy costs will 
rise under the bill beginning in 2012, costs that our foreign com- 
petitors do not face. Our allowance obligations commence in 2012, 
further driving our costs up. The bill does not impose allowance ob- 
ligations on foreign manufacturers if at all until 2020, 8 years 
later. For a cyclical industry like steel, 8 years is an eternity. 

The bill’s baselines for our foreign competitors invite gaming. 
The purchase of international allowances invites subsidies by for- 
eign governments. And I would add under the international allow- 
ance mechanism in Title VI, any allowances that you give for free 
to American carbon-intensive industries must be subtracted from 
the allowance obligations of foreign manufacturers. That is true, 
apparently, even if you are trying to offset higher energy costs from 
cap and trade that the foreign manufacturers do not have. 

We are also very concerned that S. 2191 will encourage fuel 
switching from coal to natural gas, further escalating natural gas 
prices. Electricity price hikes will unquestionably follow, not just 
for us, but for the entire economy. Unfortunately, energy supply is 
woefully neglected in this bill and in the pending energy legisla- 
tion. 
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We believe that any competitiveness provision should one, apply 
simultaneously to domestic and foreign firms selling in the U.S. 
market; two, use the same baseline periods; three, not invite sub- 
sidies by foreign governments; and four, not enable the Administra- 
tion to waive the requirements on foreign manufacturers. 

In short, the best way to deal with an industry facing foreign 
competitors would be to adopt an approach that requires everyone 
selling in this market, whether domestic or foreign, to live up to 
the best practices and highest standards in terms of carbon per- 
formance of their manufacturing operations, based on the par- 
ticular manufacturing process that is employed. Such mandatory 
performance standards would be fair, equitable and have the im- 
mediate effect of actually lowering global emissions without cre- 
ating market distortions. Such a policy would ensure that manufac- 
turers in the United States and elsewhere would compete on even 
terms, because all producers active in this market, including us, 
would be subject to the same rules. This approach would give your 
bill a true global reach and not put the domestic steel industry at 
a competitive disadvantage. 

As our trade deficit shows, everyone wants to be in this market. 
Why not use that fact to encourage greener production abroad? In- 
stead of a race to the bottom, in which manufacturers have the in- 
centive to make the product in countries with the least restrictive 
standards, why not encourage a race to the top where manufactur- 
ers world-wide compete to meet our standards? 

Senator Lieberman, we certainly agree on one thing. We must 
find prudent means of addressing climate change. But we disagree 
on much of what is contained in S. 2191, we want to work with you 
and other members of this Committee to find reasonable and effec- 
tive policies. We are not just saying no, we hope that you will re- 
gard our suggestions as constructive. Thank you. 

[The prepared statement of Mr. Sharkey follows:] 

Statement of Andrew G. Sharkey III, American Iron and Steel Institute 

On behalf of the American Iron and Steel Institute, I express my gratitude to 
Chairwoman Boxer, Ranking Member Inhofe and the Members of the Committee for 
the opportunity to testify today. 

The American steel industry is part of the solution in this debate, not the prob- 
lem. We are the most energy efficient steel industry in the world and we have the 
data to prove it. We not only beat the Kyoto targets 11 years early, we are already 
doing on our own what S. 2129 seeks to do for the entire economy. The domestic 
industry, largely through recycling and investments in new technology, has reduced 
energy use per ton of steel shipped by over 40% over the past 25 years. Reductions 
in carbon emissions per ton of steel shipped between 1990 and 2006 exceeded 29% 
(a detailed chart appears below). If you will, relative to the rest of the economy, this 
industry is laying golden eggs. 
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Steel is the most recycled material. The entire domestic industry is using more 
scrap metal, both mini-mills and integrated mills. I understand that Senator Carper 
may offer a recycling amendment to the bill. The use of recyclable materials as raw 
material feedstock in manufacturing processes can significantly reduce, and even 
avoid in some cases, greenhouse gas emissions. The proposed amendment, which is 
purely voluntary and market based, allows manufacturers eligibility for offsets 
when implementing a variety of activities including increasing the use of recycled 
materials, manufacturing of products that can be increasingly recycled, eliminate or 
reduce substances that impede recycling, employ other recycling practices that in- 
crease recycling or any combination of these activities. Our industry commends Sen- 
ator Carper for recognizing the important positive contributions that recycling pro- 
vides for the environment. The recycling issue must be part of any approach to the 
reduction of GHG. 

While our present processes are optimized, we are not standing still — the U.S. 
steel industry, in collaboration with the rest of the global steel industry, has em- 
barked on aggressive research and development programs to develop the next gen- 
eration of iron and steelmaking technologies that will drastically reduce or eliminate 
CO2 emissions. 

We continue to work to make strides but one reality needs to be taken into ac- 
count — steel is an alloy of iron and carbon. That is, carbon is necessary in the cur- 
rent steelmaking process technologies and unless we undo the laws of physics, it is 
a reality that must be taken into account. 

The steel industry has and is developing new types of steel products that lead the 
way in reducing the greenhouse gas emissions of our customers, for example, 
through the design of automobiles using advanced high strength steels which permit 
much lower vehicle weights and require much less fuel, all while maintaining vehi- 
cle safety. Use of some steel products results in more efficient buildings and infra- 
structure and is integral in pressure vessels for electrical power generation and en- 
ergy transportation. Fighting global warming will require significant amounts of 
new steel products. 

If you take only one thing away from this hearing, it should be the impact of cli- 
mate change legislation on U.S. workers and manufacturers. I want to be as clear 
as possible on this point: if climate legislation fails to address the competitiveness 
issues vis-a-vis foreign products, it will have devastating consequences not only for 
the U.S. economy, but also for the environment. Not only will we export American 
jobs, greenhouse gas emissions will rise. The carbon footprint of our major foreign 
competitors selling in the U.S. market is substantially higher than that of the do- 
mestics as a whole. 

It goes without saying that in a market open to imports (such as ours) any legisla- 
tion that undermines the competitiveness of U.S. mills will encourage steel produc- 
tion to leave this market in favor of markets with lower environmental standards. 
Such an outcome will necessarily result in higher volumes of greenhouse gas emis- 
sions worldwide. In other words, any climate change legislation that does not ade- 
quately account for competitiveness issues will have precisely the opposite effect 
from that intended by its supporters. To put it bluntly, the big winner in such a 
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scenario would be countries like China and India — and the big losers would be U.S. 
workers and the global environment. 

Looking specifically at S. 2129, energy costs will rise under the bill beginning in 
2012, costs that our foreign competitors do not face. Our allowance obligations com- 
mence in 2012 further driving our costs up. The bill does not impose allowance obli- 
gations on foreign manufacturers, if at all, until 2020, eight years later. For a cycli- 
cal industry like steel, eight years is an eternity. The bill’s baselines for our foreign 
competitors invite gaming. The purchase of international allowances invites sub- 
sidies by foreign governments. And I would add, under the international allowance 
mechanism in Title VI, any allowances that you give for free to American carbon 
intensive industries must be subtracted from the allowance obligations of foreign 
manufacturers. That is true, apparently even if you are trjdng to offset higher en- 
ergy costs from cap and trade that the foreign manufacturers do not have. 

We believe that any competitiveness provision should (1) apply simultaneously to 
domestic and foreign firms selling in the U.S. market; (2) use the same baseline pe- 
riods; (3) not invite subsidies by foreign governments; and (4) not enable the Admin- 
istration to waive the requirements on foreign manufacturers. 

In short, the best way to deal with an industry facing foreign competitors would 
be to adopt an approach that requires everyone selling in this market — whether do- 
mestic or foreign — to live up to the best practices and highest standards in terms 
of the carbon performance of their manufacturing operations, based on the par- 
ticular manufacturing process that is employed. Such mandatory performance 
standards would be fair, equitable, and would have the immediate effect of actually 
lowering global emissions without creating market distortions. Such a policy would 
ensure that manufacturers in the United States and elsewhere would compete on 
even terms, because all producers active in this market, including us, would be sub- 
ject to the same rules. This approach would give your bill a true global reach and 
not put the domestic steel industry at a competitive disadvantage. And as our trade 
deficit shows, everyone wants to be in this market. Why not use that fact to encour- 
age greener production abroad? Instead of a “race to the bottom” in which manufac- 
turers have an incentive to make the product in countries with the least restrictive 
standards, why not encourage a “race to the top” where manufacturers worldwide 
compete to meet our standards? 

We still have grave doubts generally about how well cap and trade can address 
climate change. Cap and trade worked reasonably well on the acid rain problem. 
The climate change issue is quite different. With climate change we have major 
technological gaps, the need for global reach, the presence of foreign competitors, 
and no guaranteed ability for regulatory cost pass-through. 

More specifically, S. 2129 rewards states with extra allowances if they impose 
more stringent cap and trade requirements than the federal scheme. I shudder to 
think how American industry can cope with a federal cap and trade program and 
a multitude of conflicting, more stringent state programs. Recall that the states, 
under the U.S. Constitution and our trade laws, have no mechanism to achieve glob- 
al reach, to avoid giving foreign manufacturers who sell in our markets a competi- 
tive advantage over domestic firms. 

Finally, we are very concerned that S. 2191 will encourage fuel switching from 
coal to natural gas, further escalating natural gas prices. This scenario is already 
occurring, just in anticipation of legislation. Electricity price hikes will unquestion- 
ably follow, not just for us, but for the entire economy. The technologies we need 
are not in place, and won’t be for many years. Unfortunately, energy supply is woe- 
fully neglected in this bill, and in the pending energy legislation. Obviously, if U.S. 
energy costs continue upwards unabated, this will only increase the likelihood that 
foreign manufacturers, who have access to affordable energy, will capture U.S. jobs 
and domestic market share, and consequently increase greenhouse gas emissions. 

Madam Chairman, we certainly agree on one thing. We must find prudent means 
of addressing climate change. While we disagree on much of what is contained in 
S. 2192, we want to work with you and the other members of this committee to find 
reasonable and effective policies. We are not just sa 3 dng “no.” We hope you will re- 
gard our suggestions as constructive. 


Response of Andrew Sharkey to an Additional Question from 
Senator Inhofe 

Question. Is there anything else that you would like to add into the record? 
Response. We in the steel industry recognize that recycling is an important aspect 
of reducing carbon emissions, reducing energy consumption, and preserving natural 
resources. Every steel producer uses scrap material (recycling) as a vital feedstock 
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to lower the cost of producing steel. 2006 figures from the Steel Recycling Institute 
indicate that U.S. steel producers consumed approximately 70 million tons of scrap 
to produce just over 100 million tons of steel. Seventy percent of steel produced in 
the United States is eventually recycled. On average, a ton of steel will be recycled 
eight times in the course of fifty years. Our recyclability, coupled with our dura- 
bility, is a key reason our GHG profile, on a life cycle basis, is low. 

We support actions that increase recycling, and appreciate the efforts of the Recy- 
cling Roundtable to develop language that will induce additional recycling in our 
economy. We applaud you for recognizing the positive contributions that recycling 
provides for the environment. The recycling issue must be part of any approach to 
the reduction of GHG. 

At the same time we want to ensure that the Congress, through this legislation, 
recognizes that steel is the most recycled commodity in the world today, and that 
the domestic steel industry, through the use of recycling, has already reduced its 
carbon footprint and continues to supply a basic building block of the economy with 
the minimum amount of energy consumption and carbon emissions possible. 

We also believe the maturity of steel recycling demonstrates the drawbacks of im- 
posing emissions caps on an industry which is leading the world in global steel 
emissions reductions. 

We want to work with you, the Committee and the Congress to ensure that the 
domestic steel industry is not disadvantaged, and in fact is enhanced as the most 
carbon conservative steel industry in the global economy, through this amendment 
and by exploring other possibilities. 

Senator Lieberman. Thank you, Mr. Sharkey. That is exactly the 
way I heard your testimony. I appreciate it very much. We do look 
forward to engaging with you in more detail. 

I do want to say, going back to the first part of your testimony, 
that the iron and steel industry really has done exactly what you 
said it has done. It is a great and I hope encouraging model of the 
way the market drives, in necessity, in a way, drives innovation to 
the point where you have done exactly some of the things that we 
are hoping and intending that this Climate Security Act do for a 
lot of the rest of America’s economy. So we have a lot of work to 
do together. 

Our final witness on the panel is Donald R. Rowlett, Director of 
Regulatory Policy and Compliance for the OG&E Energy Corpora- 
tion. Good afternoon, and thank you for being here. 

STATEMENT OF DONALD R. ROWLETT, DIRECTOR OF REGU- 
LATORY POLICY AND COMPLIANCE, OG&E ENERGY COR- 
PORATION 

Mr. Rowlett. Thank you. Senator Lieberman, members of the 
Committee. My name is Donald Rowlett, I am Director of Regu- 
latory Policy and Compliance for OG&E Energy Corporation, which 
is an electric utility and natural gas pipeline headquartered in 
Oklahoma City. 

Senator Inhofe, I would like to offer the appreciate of OG&E and 
particularly everybody in Oklahoma for the bipartisan leadership 
that you and Chairman Boxer showed in moving the long-overdue 
and very important Water Resource Development bill into enact- 
ment last week. 

OG&E is a medium-sized utility serving approximately 780,000 
customers in Oklahoma and western Arkansas. Our fossil fuel gen- 
eration mix is about 60 percent natural gas-fired and about 40 per- 
cent coal. We currently have wind power capacity of 170 
megawatts, or roughly 3 percent of our total generation. Recently 
we announced a major initiative to quadruple the wind generation 
capacity to around 800 megawatts. 
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I would like to say that all utilities are not alike. They vary in 
terms of size, weather demands, financial resources, generation 
mix, renewable resources and of course, their State and regulatory 
and political environments in which they operate. These differences 
explain why utilities, especially those with nuclear generation, may 
have substantially different perspectives to S. 2191 than we have. 

We can not yet sufficiently determine the economic impact of S. 
2191 on our customers or on our operations. With the stakes so 
high, a credible economic assessment is needed at this time and 
certainly before enactment. We were pleased to hear from Senator 
Warner that this is being undertaken as we speak. 

While still tentative, our best analysis thus far produces a sober- 
ing picture of the challenges presented by the bill for both OG&E 
and its customers. The distribution of free allowances under Sec- 
tion 3901 is crucially important to our ability to transition during 
the early years of the legislation’s cap and trade program. S. 2191 
does not appear to provide enough allowances to mitigate what we 
believe will be the economic cost of this program and the compul- 
sion to engage in significant fuel switching to natural gas. 

Conservatively, we estimate OG&E’s share of the free allowance 
pool will only be about 36 percent of the allowances needed by 
OG&E in 2012. Whatever the market cost will be for additional al- 
lowances that OG&E will need to buy, this cost will be significant. 
If the additional allowances are priced at $30 when OG&E needs 
to purchase them in 2012, it will cost us nearly $500 million. This 
is almost a third of our 2006 gross revenues of approximately $1.6 
billion. It is unclear how OG&E will recover these costs, since as- 
sumptions about retail rates and the customer’s ability to pay them 
are all uncertain at this time. 

But the bill will require OG&E to do more than simply buy al- 
lowances. Our options are limited but do not likely include building 
new nuclear generation or even coal generation of any kind, includ- 
ing clean coal plants. Wind is not a suitable replacement for base- 
load generation needs. Perhaps domestic agricultural offsets might 
be available. 

For sure, though, we will be faced with a compelling incentive to 
switch a significant amount of our coal-based generation to natural 
gas. If we took the drastic step of replacing all of our current gen- 
eration with natural gas, it would raise the average bill for a typ- 
ical retail customer over 40 percent. We believe that the incentive 
to switch fuels from coal to natural gas would be equally compel- 
ling to most other coal-burning utilities, because it is a strategy 
that utilities can rely on, they can quantify and it offers them the 
greatest level of control. 

Switching to natural gas raises the prospect of stranding our in- 
vestment in our coal plants, thus creating stranded costs. We think 
the bill could provide accommodations through allowances or other 
compensations for that outcome. S. 2191 unfairly discriminates 
against cooperatively-owned utilities, against investor-owned utili- 
ties. Under Section 3903, co-ops get all allowances necessary to 
cover their 2006 CO 2 equivalent emissions, whereas what remains 
in the free pool after the co-ops are fully satisfied gets distributed 
pro rata to everyone else. 
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This political accommodation is unfair. Finally, we cannot bear 
the cost of compliance any more than cooperatives. Co-ops burn 
coal, just like we do. Our need for allowance relief is no different 
than theirs. All utilities should be treated the same with regard to 
distribution of free allowances. 

S. 2191 overly restricts the use of domestic offsets to 15 percent 
of the utilities’ annual obligation and too severely limits allowances 
for carbon capture and sequestration development to prevent fuel 
switching. Allowances for CCS should not decline over the time 
frame after 2017, since we don’t expect CCS to be available until 
2020. Nor should allowances for CCS projects be limited to 10 
years or be subject to pro-ration among worthy projects. 

In our judgment, the Carbon Market Efficiency Board is less de- 
sirable than a safety valve to protect the economy from extreme ad- 
verse impacts. We also suggest that the Committee evaluate 
whether it might be more effective and efficient to impose carbon 
tax initially and delay implementation of a cap and trade regime. 

I would like to thank you for the opportunity to present our com- 
ments today. 

[The prepared statement of Mr. Rowlett follows:] 

Statement of Donald R. Rowlett, Director of Regulatory Policy and 
Compliance OGE Energy Corp. 

My name is Donald R. Rowlett. I am the Director of Regulatory Policy and Com- 
pliance for OGE Energy Corp., which is an electric utility and natural gas pipeline 
company headquartered in Oklahoma City. Our electric utility, which is called 
OG&E, serves approximately 780,000 customers in Oklahoma and western Arkan- 
sas. Our fossil fuel generation mix is approximately 60% natural gas-fired, 40% coal- 
fired, and we currently have wind power capacity of 170 megawatts or roughly 3% 
of our total generation. 

My company and I appreciate the opportunity to come before you today to provide 
our perspective and recommendations regarding what perhaps may be the most im- 
portant environmental and economic legislation the Congress has ever considered — 
America’s Climate Security Act of 2007 (S. 2191). I characterize S. 2191 in that his- 
toric manner because, consistent with its stated purpose in attempting to avoid cat- 
astrophic global environmental disaster, the bill’s implications may very well result 
in the most far-reaching re-engineering of modern society ever attempted by Con- 
gress. The sheer complexity and enormity of that undertaking underscores the need 
to take special care to avoid approaches that would wreak serious and broad dam- 
age to the nation’s economy, a goal which we believe everyone shares. 

I. OG&E’s experience providing low cost, reliable and environmentally 
responsible electricity informs our perspective on S. 2191 

All utilities are not alike. They vary in many important ways: in terms of size, 
weather demands, financial resources, generation mix, renewable resources, and of 
course their state regulatory and political environment in which they operate. 
OG&E is a medium sized investor owned utility and lacks the resources that many 
of the much larger utilities that have appeared before this Committee possess. 
These differences can explain why larger utilities, especially those with nuclear gen- 
eration, may have a substantially different perspective on S. 2192 than OG&E does. 
To understand our specific views on S. 2191 more fully, it may be helpful to the 
Committee to first have a sense of OG&E’s individual persona as a utility and our 
particular experience and perspective in providing low cost, reliable and environ- 
mentally responsible electric service to our customer. 

As a regulated utility, OG&E bears the responsibility of its “obligation to serve” 
all electricity customers in its service area and we take this obligation extremely 
seriously. This obligation to serve carries with it the requirement to provide reliable 
electric power at the lowest reasonable cost to our customers. But beyond that obli- 
gation to serve, OGE strongly believes that it is incumbent on us as a good cor- 
porate citizen to produce reliable and low cost power for our customers in an envi- 
ronmentally responsible manner. Our company’s response in adopting cleaner 
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sources of power generation is therefore motivated not necessarily by a legal com- 
pulsion but by a belief that it is simply the right thing to do. Producing electricity 
with fewer emissions is a prudent, rational and worthy objective unto itself, inde- 
pendent of global climate change concerns. Our customers want their electricity to 
be inexpensive and reliable, but also as cleanly generated as we can make it. It 
makes good business sense to respond to our customers in that regard. It also 
makes good business sense in our line of work to diversify our generation mix to 
reduce dependency on any one fuel choice option. 

OG&E and Wind Power 

I can report firsthand to you from Oklahoma that the interest in environmentally 
friendly energy and energy related consumer behavior certainly exists in our state. 
In the western part of our state wind farms seem to be popping up everywhere. 
Oklahoma has gone from virtually no wind power just a few years ago to being 
ranked 6th nationally in existing installed wind power generation capacity today. 
And, more is on the way. On October 30, 2007, OGE Energy announced that, in re- 
sponse to market demand, OG&E plans to quadruple its wind power generation ca- 
pacity. We also announced plans to build new transmission lines running between 
western and central Oklahoma to allow renewable power being developed in sparse- 
ly populated western Oklahoma to reach customers where it can be used. Under this 
expanded renewable energy initiative, OG&E could increase its wind power capacity 
from its current 170 megawatts to about 770 megawatts, and move Oklahoma up 
the ranking of states in terms of wind generation from its current sixth ranking to 
as high as third. And I might emphasize that all of this is happening without state 
or federal mandates. 

As proud as we are of this wind initiative, we certainly recognize that it is very 
aggressive for a utility our size. Building this wind generation capacity and the 
transmission lines needed to make it useful is very expensive and creates difficult 
operational issues involving dispatch and reliability which increase in scale to the 
extent even more wind capacity might be added to address obligations created by 
S. 2191. 

OG&E and Efficiency 

In addition to wind power, we are renewing our interest and focus on demand side 
management (“DSM”) programs aimed at reducing energy use.. Through programs 
like time of use rates, weatherization programs, highly efficient lighting and appli- 
ance incentive programs, commercial and industrial load curtailment programs and 
consumer education we are already reducing our system’s demand for power by ap- 
proximately 200 megawatts. With additional customer education, better technology 
such as smart meters, and other programs, we believe that there is another 100 or 
so megawatts of additional energy savings to be obtained. 

OG&E is envied in the industry as a low cost utility and we have some of the 
lowest electricity rates in the nation. What is important for the Committee to under- 
stand though is that as a very low cost electricity provider, it is far more difficult 
for OG&E to use efficiency to shift demand for power — meaning, for us to lower the 
volume of electricity our customers use — than it is for high cost utilities. 

OG&E and Clean Coal 

OG&E’s low electricity rates are primarily attributable to the favorable cost impli- 
cations of our coal burning generation. Often 70% of our baseload generation will 
be from our coal generation, with natural gas largely used for the balance of base- 
load generation and for peaking demand. We use low sulfur Powder River Basin 
coal which has kept both our emissions and our electricity rates to our customers 
low, which in turn has contributed very significantly to Oklahoma’s economic viabil- 
ity and competitiveness, as well as our enviable standard of living enjoyed by our 
citizens. 

Obviously, a primary purpose of S. 2191 is to make coal a significantly more ex- 
pensive fuel to mitigate its traditional use and thereby mitigate its uncontrolled 
greenhouse gas emissions. We note that S. 2191 also has provisions to spur develop- 
ment of clean coal technologies, including carbon capture and sequestration (CCS) 
technology, that will allow the nation to continue to use “clean” coal for electric gen- 
eration. OG&E strongly supports the development of such clean coal initiatives. But 
our very recent experience in responsibly trying to get state regulatory approval for 
the cleanest of existing state of the art clean coal technologies — an ultra-super crit- 
ical coal plant — provides a very cautionary tale that makes us question the ability 
to construct any new coal plant in Oklahoma for the foreseeable future even if it 
is the cleanest available coal technology. I believe the Committee would benefit from 
an understanding of our recent experience in that regard. 
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Along with our sister utilities in the state, Public Service Company of Oklahoma 
and the Oklahoma Municipal Power Authority, we are experiencing the need for 
more baseload generating capacity in the 2012 timeframe. We partnered with those 
two utilities to propose building one 950 megawatt ultra-super critical coal-fired 
power plant together rather than each of us individually building, smaller, less effi- 
cient plants scattered across the state. An ultra-super critical plant represents the 
very latest in proven state-of-the-art technology and offers major efficiency and envi- 
ronmental performance advantages over older technology and even compared to 
modern super critical coal plants. With the addition of this plant, we projected 
OG&E’s carbon footprint could be as much as 3% lower than today. This would be 
accomplished by being able to reduce the use of our less efficient coal plants and 
through increased use of wind power. 

In reaching the decision of what type of plant to build, we quickly discounted 
wind power because it is not suitable for base load generation. We also discounted 
nuclear because our need for power is in 2012 which would be impossible to meet 
with the timeframes associated with nuclear plant construction. In addition the fi- 
nancial costs and regulatory risks associated with building new nuclear plants ex- 
ceed the resource profile that OG&E can afford. We have no appreciable untapped 
hydro power to speak of in Oklahoma and it was apparent we could not conserve 
our way out of the need for base load power. So that left gas and coal as our effec- 
tive options. 

Both those fossil fuel options come with pros and cons. Natural gas is certainly 
a cleaner burning fuel, but comes with higher prices and enormous price volatility. 
We have low electric rates in Oklahoma but because the summers are so hot and 
so long, electric bills can be quite high since our customers tend to use a lot of elec- 
tricity for air conditioning. By the same token, just 2 winters ago we were in emer- 
gency meetings trying to determine how we could supplement the funding of public 
and private low income assistance programs that were not going to be able to meet 
the projected heating needs of those customers that winter due to gas prices that 
had spiked over $10. During this time I appeared before the Oklahoma Corporation 
Commission in a hearing it convened to understand the reasons for these high 
prices and to find out what utility companies were doing to mitigate these costs. 
Consequently, summer or winter, we very much understand from our customers and 
our state regulator how much importance they attach to the price of their power. 

In recent years, we in Oklahoma, like many other states, have had our share of 
manufacturing plant closings. Just in the Oklahoma City area alone we have had 
a large tire plant and an automobile plant close, taking with them in excess of 4,000 
jobs. In each case, we were called upon by many, including the Governor of our 
state, to see if there was anything we could do to lower the energy costs of these 
plants. We did as much as we could at the time, but were unable to do enough on 
our own to convince the manufacturers to preserve the local plants and the associ- 
ated jobs. In every one of our state regulatory proceedings our industrial customers 
constantly remind the regulators that they compete in a global marketplace and any 
cost disadvantage may be the difference between staying in Oklahoma or not. So 
given the high price and high volatility of generating electricity by natural gas, you 
can understand why that is a significantly disfavored option from the perspective 
of its impact on customers. 

Coal on the other hand is both abundant domestically and significantly cheaper 
than natural gas — even with the uncertainties of future environmental regulation 
factored in — and it still handily beats the price of natural gas by many multiples. 
Clearly, however, the downside to coal is the environmental cost concern. Con- 
sequently, in proposing to build an ultra-super critical coal plant, we believed we 
had combined a very significant emission reduction strategy with $5.6 billion in de- 
monstrable cost savings for consumers — a tremendous value proposition for both 
Oklahoma’s environment and economy. 

After an extensive and thorough public review and comment process at the Okla- 
homa Corporation Commission, last August an administrative law judge issued a 
lengthy and detailed recommendation strongly in favor of approval of our proposed 
ultra super critical plant, citing the $5.5 billion in customer savings compared to 
deployment of a gas-fired base load alternative. Nonetheless, in September our ap- 
plication was denied in a 2-1 vote by the Oklahoma Corporation Commissioners. 
The Commission’s majority cited concerns about process, the evidence of the need 
for the power, and cost recovery. Of special interest to this Committee, environ- 
mental concerns per se were not identified as reasons for denial of the application. 
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II. OGE’S views and recommendations on S. 2191 

A. We cannot yet sufficiently determine the economic impact of S. 2191 on our cus- 
tomers or our operations 

In our view, as serious as this legislation is for the entire nation, we would as- 
sume that before the Committee would turn to marking up S. 2191 it would be able 
to articulate in a reasonably confident way the macro-economic impact of the bill 
and understand how the constituencies in each Senator’s state would be affected by 
the bill. But we understand that such economic analysis has yet to be done. The 
many witnesses at prior hearings, both supporting and criticizing the legislation, 
have made a compelling case that the costs of a cap and trade regime such as that 
contained in S. 2191 will be enormous. We would observe that Section 2605 of the 
bill requires the Congressional Budget Office to estimate the price range at which 
emission allowances will trade during the two year period of the initial greenhouse 
gas emission market and the impact of allowance trading on the U.S. economy no 
later than July 14, 2014, which is two years after the implementation of the bill’s 
allowance regime in 2012. It appears to us that this kind of analysis is needed now 
even more than in 2014. Given the unprecedented stakes for this legislation in 
terms of environmental and economic impacts, we urge the Committee to demand 
a credible “macro-economic” assessment at the earliest moment and certainly before 
enactment. 

But we are also in need of more information to perform a detailed assessment of 
the bill’s “micro-economic” impact on our own OG&E operations, our credible range 
of compliance options, and the consequent impact on our customers. We would draw 
the Committee’s attention to Section 3901 et seq., which provides for distribution 
of “free” allowances to “incumbent utilities”. Section 3903 uses several variables in- 
cluding an upfront reservation of a portion of the “free” pool for “new entrants” and 
rural cooperatively-owned utilities that reduces the overall number of such allow- 
ances available to the balance of the utility sector, which includes us, on a pro-rated 
basis. We cannot estimate the number of allowances that will be reserved for new 
entrants and the co-ops, and therefore cannot determine what is left to be prorated 
among the rest of the power sector. But even then we cannot determine how much 
of that residuum of the “free” allowances that we might receive on a pro-rated basis 
since to do so requires that we know the ratio of our CO 2 equivalents emissions dur- 
ing the 3 years prior to the bill’s enactment to the annual average of the aggregate 
quantity of CO 2 equivalents from all of the nation’s covered power plants during 
those same three years. While we can estimate our OG&E CO 2 equivalents over any 
three years from our recent actual experience, it is necessary to know what the na- 
tional emissions denominator is in that ratio, and different data bases can give dif- 
ferent answers that can materially change the result. Without knowing what are the 
values that the Committee is using for those variables no utility can determine with 
even reasonable accuracy the number of allowances that it may actually stand to 
receive under that section. And therefore we cannot confidently deduce the number 
of allowances that we will need to secure through the auction process or by purchase 
from groups favored with allowances that they receive from other provisions under 
the bill or through offsets. We would note that, as recommended in Subsection J 
below, a carbon tax provides far greater certainty as to the carbon price signal and 
allows for more reliable estimations of costs and compliance options. 

We presume that the Committee is working with a set of assumed values for 
those variables and for the purpose of being able to work along with the Committee 
on an equal factual footing, regardless of whether there is consensus on the par- 
ticular values the Committee might be assuming, we would urge that the Com- 
mittee publish its assumptions in that regard so that estimates and comparisons 
can all be made by all interested parties on an “apples to apples” basis. In similar 
vein, we do not know what dollar value the Committee is assuming for allowances 
in the auction market in any particular year or even in the first year (2012), or the 
estimated value that allowances will demand when sold by sponsors of offsets. In 
our view, no Senator on the Committee can expect to understand the actual impact 
of the bill on their respective state’s constituents without such information. By the 
same token, no utility can fairly evaluate compliance options and the cost thereof 
without such information. Certainly, the residential, commercial and industrial elec- 
tric customers, and the public utility commissions in each state will want to know 
such information. So, we would recommend that such information be made available 
immediately and that the Committee allow the affected public a suitable period of 
time to reflect on that and similar information before a full Committee markup so 
that any further legislative action is properly informed. 

Notwithstanding the limitation on our ability to estimate with the desired degree 
of accuracy the cost and compliance implications of S. 2191, our best analysis thus 
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far produces a sobering conceptualization of the challenge presented by the bill for 
both OG&E and our customers. We estimate that OG&E’s CO 2 emissions represent 
approximately 0.9 percent of the total annual average CO 2 emissions of the electric 
power industry in the United States. Thus, under Section 3903’s allocation method- 
ology for “incumbent” utilities such as us, OG&E would receive approximately 9.5 
million allowances in 2012. These credits are only about thirty-six (36) percent of 
the allowances needed by OG&E in 2012. OG&E would still need approximately 
16.5 million additional allowances in 2012. This is a conservative estimate, as it is 
unclear how many allowances will be available to investor-owned utilities when all 
other allocations are made for “new entrants”, “cooperatively owned utilities” and 
others before investor-owned utilities (lOUs) such as us receive their shares of the 
“free” allowance pool in 2012. 

While it not clear what the market costs will be for the allowances that OG&E 
will need (i.e., possibly 16.5 million allowances in 2012), OG&E believes that these 
costs will be significant. For example, if allowances are priced at $30 when OG&E 
needs to purchase them in 2012 and we opt to buy them, OG&E will have to spend 
nearly $500 million that year. {This illustration’s cost is scalable in accord with 
one’s assumption of the allowance price.) It is unclear how OG&E will recover these 
costs since assumptions about retail rates and customers’ ability to pay are all un- 
knowns at this time. 

Since the purpose of S. 2191 is to provide incentives for companies to change their 
operations to reduce greenhouse gas emissions rather than simply buy allowances 
to cover an unchanged emission rate, OG&E would likely have to do more to comply 
than simply buy allowances. For example, OG&E could retire all of its coal-fired 
generating units and switch to 100 percent natural gas generation. If OG&E pur- 
sued this option, OG&E would face the following costs: 

• $2 billion in capital cost to construct the gas-fired generation. Note: This option 
is not possible for 2012. 

• An increase of over $1.1 billion in fuel costs per year. This is more than double 
OG&E’s current annual fuel costs. 

• Even if OG&E eliminated coal from its generation portfolio, OG&E would still 
need to buy 7.8 million allowances which could cost $234 million in 2012 (if allow- 
ances are priced at $30 per allowance). 

• OG&E could mitigate part of the increase in fuel costs and the cost of pur- 
chasing allowances if it installed significant amounts of additional wind generation. 
However, OG&E believes that 1000 MW of wind generation would only reduce the 
increased fuel costs and allowance costs by forty to fifty percent. The capital cost 
associated with 1000 MW of additional wind generation would be approximately $2 
billion. 

• It is unclear who would pay for the very significant stranded costs associated 
with the retired coal-fired generating units. 

Employing this full switch from coal to natural gas would increase the average 
monthly bill for a 1000 kWh OG&E customer by approximately forty percent — rep- 
resenting an increase of $40 over the current $100 per month bill. And as noted 
above, even after this fuel cost impact, OG&E would still need to spend perhaps 
hundreds of millions of dollars on allowances in order to comply. The costs of these 
allowances would also presumably be passed on to OG&E’s customers, if permitted 
by our state regulator, thus making the estimated $40 per month price increase to 
customers from full fuel switching very conservative and not all-inclusive. 

B. S. 2191 fails to provide coal-based generation with sufficient transition support 
needed to protect customers from adverse cost and reliability impacts: 

We understand the bill’s objective of injecting a so-called “price signal” into the 
utility market to induce changes for cleaner electricity generation. However, OG&E 
is the type of utility that will be seriously challenged in the early years of S. 2191’s 
regime because we do not sense that it provides adequate transitional support for 
us to protect our customers from adverse cost and reliability impacts. 

The objective of reducing national CO 2 emissions by 15% compared to 2005 levels 
by 2020 will be very aggressive for us primarily due to two factors: first, our high 
use of coal-based generation and second, the few lower-emission alternatives avail- 
able to us in what we view as the initial, transitional term of the bill, i.e. 2012 
through 2020.1 


1 While we appreciate that S. 2191 projects a 65% emissions reduction from 1990 levels by 
2050, we view whatever may occur beyond the general 2020 timeframe to be sufficiently uncer- 
tain and speculative that it is unrealistic to predict with much confidence what our situation 

Continued 
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Nuclear generation opportunities have much longer lead times than S. 2191’s im- 
plementation date of 2012 would allow. As suggested in the narrative in Section I 
above, based on the Oklahoma Corporation Commission’s decision not to allow con- 
struction of an ultra-super critical coal plant that would have saved Oklahoma rate 
payers $5.5 billion compared to a gas plant, we have serious doubts about the ability 
to build any new coal plant in Oklahoma in the near future. Beyond Oklahoma, we 
observe that other clean coal plants are also encountering significant difficulty in 
being approved by state regulators, with their difficulties often largely attributable 
to the opposition of environmentalists and the advocacy by natural gas sellers who 
see economic opportunity for themselves in the demise of any new coal plant. We 
also note efforts to push EPA to prevent by regulation the construction of any new 
coal plants that are not equipped with CCS technology. The needed CCS technology 
that will allow the cleaner, continued use of coal is a decade or more away, and per- 
haps will not be commercially available until 2025. Renewable resources such as 
wind, solar and geothermal are not reliable for base load purposes. 

We therefore view the distribution of what are referred to colloquially as “free” 
allowances under Section 3901 et seq. to be critically important to our ability to 
transition during the early years of the legislation’s cap and trade regime. If any- 
thing, we view the current provisions of Section 3903 as likely not providing enough 
allowances to mitigate what we believe will be the economic cost of this program 
and to relieve the compulsion to engage in significant fuel switching to natural gas. 

In addition, while there are certainly advocates of auctioning all the allowances 
who will criticize the number of allowances distributed through Section 3903 as ex- 
cessive or as a “windfall”, we strongly disagree. We envision no realistic scenario 
where we do not need to continue to rely substantially on our coal generation fleet 
during the transition period to meet base load demand, notwithstanding the pres- 
sure for increased use of wind and natural gas generation. Any “free” allowances 
will mitigate the suite of new increased cost factors we will encounter from (i) our 
continued use of coal and increased use of more wind and natural gas generation 
and (ii) the expense of buying needed additional allowances through auction or off- 
set projects. 

C. S. 2191 unfairly discriminates between co-operatively owned utilities and investor- 

owned utilities 

Section 3903 differentiates in its distribution of “free” allowances between co-oper- 
atively owned utilities and the balance of the electric power sector. Under Section 
3903, co-ops get a distribution of allowances to cover all of their 2006 CO 2 equiva- 
lent emissions, whereas what remains in the “free” pool after the co-ops are fully 
satisfied gets distributed pro-rata to the rest of the utility sector based on their ratio 
of emissions to the total national emissions of the utility sector. To us this appears 
to be a political accommodation that is unjustified and unfair. If there truly is an 
impending environmental catastrophe the ownership structure of the source of the 
green house gases does not change the impact on the environment. From a financial 
perspective, we are not necessarily better situated to absorb the cost of compliance 
any more than a co-operative is. Moreover, most of the co-operative utilities have 
a generation mix that tilts heavily toward coal-burning just like ours does. Our need 
for allowance relief is no different than theirs. S. 2191 should treat all utilities the 
same with regard to the distribution of Section 3903 allowances. 

D. S. 2191 overly restricts the use of domestic offsets: 

Section 2402 generally restricts the amount of allowances that a utility can use 
from domestic offsets to 15% of its annual obligation. A utility of OG&E’s size and 
resource capability likely will not be engaging in international offset activity, ergo 
what is available from domestic offsets is of far more interest and potential useful- 
ness. While it remains to be seen how expensive and available such offset projects 
may be, it is not lost on us that Oklahoma is an agricultural state where presum- 
ably agricultural offset opportunities as envisioned by the bill may exist for us. We 
believe that a ton of CO 2 equivalent offset is the same as a ton of CO 2 reduction 
at our own plants. While we cannot realistically determine so now, potentially off- 
sets could provide a cost-effective tool for us, especially in the transition period be- 
fore clean coal technology is both commercially available and politically acceptable 
to state regulators. We would recommend significantly increasing the percentage of 
offset-based allowances that a utility could use during the period prior to 2020, or, 
even better, completely eliminating any limit on the use of verifiable domestic off- 
sets. 


will be then, especially if we cannot successfully navigate the early transition years leading up 
to 2020. 
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E. In the absence of available alternatives in the immediate future, S. 2191 will com- 

pel massive fuel switching from coal to natural gas by utilities: 

Even without being able to quantify the cost of possibly alternative compliance 
strategies, it is evident beyond any doubt that S. 2191 will compel coal-burning util- 
ities to engage in massive fuel switching to natural gas. The dramatic mismatch be- 
tween the allowances that will be distributed to utilities under Section 3901 et seq. 
compared to their historic emission profiles, and the absence of new alternative 
technology such as clean coal/CCS to accomplish compliance while still using coal, 
will drive utilities into the allowance auction market and to the offset allowance 
market, the cost of neither of which can be reliably estimated initially or controlled 
over time. In the absence of new coal plants and other good, reliable technological 
choices for the indefinite future, and given the onset of the cap and trade regime 
in 2012 — just four short years from now — no serious coal-burning utility company’s 
board of directors, knowing that state utility regulators are watching and need to 
approve every significant resource supply decision, will passively leave their com- 
pany’s or their customers’ fate to the unknown and uncontrollable allowance auction 
market. Instead they will be compelled to adopt a compliance policy that has ele- 
ments over which they exercise the maximum amount of control. We assume this 
is exactly the behavior the bill is intended to motivate. And for OG&E and other 
utilities that meet our profile, by far the most accessible and dependable such policy 
option is to switch from burning coal to burning natural gas. The Committee must 
recognize in its legislative deliberations this stark and unavoidable reality; to do 
otherwise is not to anchor the legislation in reality. 

Not surprisingly, the EC’s recent experience shows that such fuel switching ap- 
parently accounts for the bulk of emission reductions in the EU cap and trade re- 
gime. Too many credible and expert witnesses before this Committee have warned 
about the similar overwhelming and compelling incentive our U.S. coal burning util- 
ities will experience to switch from coal to natural gas. They have warned that utili- 
ties, with their laudable obligation to serve their customers, will do all that is nec- 
essary to serve their customers reliably, economically and with environmental re- 
sponsibility. Even if the utilities themselves did not feel compelled to do so, their 
state regulatory commissions would certainly insist on it. Moreover, assuming the 
usual ability to pass-through the cost of fuel used to generate electricity, utilities 
will have the economic incentive to do what will be universally viewed as the “right 
thing” for their customers. And no one should expect otherwise. Nor should anyone 
expect that increasing utilities’ incentive to switch to natural gas will have anything 
other than a dramatic upward pressure on the price of natural gas, the supply of 
which is not increasing sufficiently to meet this demand. 

While an increased price for natural gas is most certainly good news for many 
in Oklahoma’s robust natural gas production industry, it imposes predictable and 
unavoidable adverse consequences on everyone else who either uses electricity or 
natural gas. Numerous experts have already testified that, with the supply of nat- 
ural gas effectively not increasing, the massive increase in demand for natural gas 
represented in coal burning utilities switching away from coal-burning will signifi- 
cantly increase the price of natural gas all across this country. The adverse impact 
of the increased costs of natural gas to residential, commercial and industrial cus- 
tomers will be enormous. This will result in major economic challenges for residen- 
tial, commercial and industrial users of natural gas in every state in the Union. For 
example, hospitals and other health care facilities are large energy consumers. 
These significant increases will place even greater cost burdens on an already over- 
whelming health care dilemma. But the bottom line is that utilities will get the nat- 
ural gas they need to generate cleaner electricity for their customers and in so doing 
other gas users will either have to pay the higher price or do without natural gas, 
which raises a host of issues about demand destruction, job loss and other adverse 
economic consequences that have already been well established in prior testimony 
before the Committee by a spectrum of witnesses extending from the AFL-CIO to 
the Industrial Energy Consumers of America. 

F. S. 2191 does not address the issue of stranded costs that may be caused by compli- 

ance with the bill’s cap and trade obligations 

If we are correct that significant fuel switching to natural gas will occur, leaving 
coal-burning facilities idled, we have a very big question as to who will deal with 
the stranded costs associated with those idled coal plants. The bill is silent in that 
regard, but we are confident that state utility commissions and electric customers 
will be very concerned with those stranded costs. This issue is an enormous concern. 
It would appear to us that in the event of such stranded costs the bill should accom- 
modate the impact it causes by providing allowances or other compensation to the 
adversely affected utilities. 
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G. Load Serving Entities should be permitted to apply Section 3501 allowances 

against their cap and trade obligation 

OG&E qualifies as a “load serving entity” under Section 4(18). Section 3501 dis- 
tributes allowances to load serving entities, including utilities like OG&E, for the 
purpose of defra 3 dng the cost impact of the cap and trade regime on low and middle 
income electricity customers. The provision appears to require the load serving enti- 
ty (perhaps envisioning entities having no electric generation-related emission obli- 
gations) to sell these distributed allowances for cash, and then use that revenue to 
reduce the rates that their low- and middle-income customers pay. In our view, 
while the distribution of allowances to load serving entities is justified in recognition 
of their obligation to serve customers, requiring utilities that both generate elec- 
tricity and qualify as load serving entities such as OG&E to sell those allowances 
for cash rather than simply to apply them directly to meet their basic allowance ob- 
ligation is inefficient. Load serving/generating utilities are going to need every al- 
lowance they can acquire to meet those basic obligations and in so applying their 
share of the load serving entity allowance distribution in that manner they will di- 
rectly benefit all their customers, including their low and middle income customers. 

H. S. 2191 too severely limits allowances for carbon capture and sequestration devel- 

opment 

If one is concerned about the impacts of fuel switching in the transition period 
before 2020 as we are, you can understand why we prioritize the expeditious devel- 
opment of clean coal technologies including carbon capture and sequestration that 
will facilitate the continued use of coal or the resumption of the use of coal if there 
is switching to natural gas. The entire cap and trade regime envisioned hy S. 2191 
benefits by the most rapid implementation of clean coal technologies and CCS by 
reducing pressure to switch fuels to natural gas. 

However, Section 3601 only allocates 4% of the allowances to CCS development 
projects. In our view this is well below the value of CCS development to the goal 
of cutting CO 2 emissions and well helow the amount of interest coal burning utilities 
and their customers have in expeditiously incorporating CCS into their existing and 
possibly future coal-generation fleets. 

It is also counter-productive that the allowances for CCS decline over time after 
2017 (see Section 3603) when in our view they should increase since we do not ex- 
pect CCS to be available until well beyond the 2020-2025 timeframe. Nor is it good 
policy to limit the allowances for CCS projects to 10 years (see Section 3604) or limit 
and prorate the pool of CCS allowances (see Section 3605). In addition, Section 
3602(2) seems to limit allowances to geological sequestration, thus excluding other 
types of sequestration opportunities which can offer similarly favorable and bene- 
ficial results. If CCS is so critical to allowing an emission free use of coal, which 
will provide low cost electricity and mitigate fuel switching, we view allocating more 
allowances to incentivize that objective to be a far greater national priority than S. 
2191 currently does. 

I. The Carbon Market Efficiency Board is less desirable than a “Safety Valve” to pro- 

tect the economy from extreme adverse economic impact 

We are aware of the vibrant difference of opinion between advocates of the safety 
valve limit on the price of an allowance and the advocates of the Carbon Market 
Efficiency Board approach. Between those two options, OG&E supports the notion 
of the safety valve as a more effective and efficient means of preventing undesirable 
economic adversity. The safety valve provides far more predictability and legal cer- 
tainty to affected parties. The powers of the Carbon Board are inherently re- 
stricted — ultimately the Board cannot increase the number of allowances — and any 
relief it grants in terms of increasing allowances in a year must be effectively “made 
up” by similar reductions in available allowances in future years. The Board is 
placed in a very rigid constraint and we simply do not agree that that level of in- 
flexibility is either wise or needed. 

J. A Carbon Tax may well be more efficient and effective in the early years of any 

global climate control regime: 

While we cannot sufficiently quantify the compliance options and their costs as 
we need to do, we are impressed that the cap and trade regime in S. 2191 imposes 
substantial energy cost, but also significant transactional costs in the early years. 
The bill appears intended to drive utilities and industrial entities into a frenzy of 
activity including but not limited to amassing information, recordkeeping, reporting, 
negotiating for fuels and technologies, finding available and affordable allowances — 
all requiring lawyers and accountants, reminiscent of the overhead impressed on 
American business in Sarbanes-Oxley. We have observed that most economists who 
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have opined on the matter emphasize that imposition of a carbon tax has far greater 
transactional efficiencies and operational attributes than any cap and trade regime. 
A carbon tax needs no bureaucracy to monitor and administer it in the way a cap 
and trade regime does; plus a carbon tax can be readily adjusted up or down to ease 
economic adversity or provide enhanced incentive to reduce emissions. In addition, 
a carbon teix permits more confidence and predictability in making the significant 
investment decisions that utilities like OG&E are going to be faced with. 

For all these reasons, it may be more efficient and effective in sending a price 
signal to change behavior that will produce environmentaVclimate benefits to im- 
pose a carbon teix than a cap and trade regime with its transactional costs and eco- 
nomic dislocations. We would suggest that the Committee evaluate whether it would 
be more effective and efficient to amend S. 2191 to initially impose a carbon tax and 
delay implementation of any cap and trade regime to a date when the technologies 
such as clean coal and CCS are actually politically and commercially available so 
that coal remains a vibrant contributor to the solution and not a reason to drive 
natural gas markets out of control. 


CONCLUSION 

OGE Energy Corp. wants to thank the Committee for allowing us to present our 
views. We respect the earnest desire of the Committee members to wrestle with the 
global climate issue in a responsible manner and would hope that the Committee 
members understand that OGE Energy has a tradition and overriding sense of obli- 
gation to do the right thing for our customers. 


Response by Donald R. Rowlett to an Additional Question from 
Senator Cardin 

Question. What guideline should govern the Carbon Market Efficiency Board’s 
intervention in the allowance market to mitigate price volatility? 

Response. Assuming Congress adopts the Carbon Market Efficiency Board ap- 
proach in a global climate regime, ^ it is imperative that the Board have wide discre- 
tion to intervene in the allowance market to mitigate undue price volatility. As cur- 
rently drafted, S. 2191 inadequately arms the Board with tools to limit destructive 
economic impacts in a timely manner. That said, we view this question as assuming 
the existing provisions of S. 2191 are enacted and that the question is asking for 
insights into appropriate guidelines that should govern the Board’s intervention in 
the allowance market in order to mitigate price volatility. 

As an initial comment, volatility is not in itself something that the Board should 
manage with the idea of completely eliminating volatility. Generally, volatility is the 
reflection of an imbalance in the supply and demand situation for a commodity — 
including GHG emission allowances — and expecting the Board to over manage the 
market to eliminate volatility and enforce equilibrium is unrealistic, and potentially 
is destructive in itself in that it can introduce artificial constraints on the market 
which only further enhance volatility or produce a wide array of undesirable behav- 
iors and unintended consequences. The Board must be able to anal 3 dically segregate 
volatility that is acceptable from volatility that is not, which means it must develop 
a valid model of the parameters of making such threshold distinctions. 

There are ranges of volatility that, as is the case in all commodities, are control- 
lable through various normal business tools such as hedging on commodity futures 
markets, and the informed use of derivatives or insurance products. So volatility per 
se is not necessarily a concern that will always rise to a need for Board action. What 
is of concern is undue volatility that has destructive impacts that cannot be miti- 
gated by reasonable business practices or are the result of manipulations of the 
market. Thus, the Board’s guidelines must reflect an understanding of what levels 
of carbon allowance price volatility businesses should reasonably be expected to han- 
dle through available financial market risk control mechanisms (such as the use of 
futures, derivatives etc.) in order to be able to assess when the Board itself has an 
obligation to step in to take action. 


^OGE Energy believes that the Carbon Board is not the preferred technique to prevent ad- 
verse economic impact from the cap and trade regime in S. 2191. As we testified on November 
13, a carbon tax that establishes a pre-determined price for carbon, which can be both adjusted 
and designed to alleviate the cost impact on low and middle income taxpayers, is a better ap- 
proach. Even without a carbon tax though, a safety valve price for allowances in a cap and trade 
regime will provide more predictability in the market for affected entities which is critical to 
making the investments and establishing compliance strategies needed to achieve the emission 
reduction goals of S. 2191. 
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From our perspective as a regulated utility that will likely rely heavily on the 
purchase of allowances in the market due primarily to our continued use of coal and 
natural gas based generation, a major concern we see with volatility involves the 
inability to reasonably predict allowance prices so that investment and compliance 
decisions can be made reliably. If the price of an allowance proves unpredictable, 
it will induce risk that, if not reasonably hedged, will definitely deter the kind of 
economic decision making by utilities and other affected industries that S. 2191 
seeks. Another aspect of concern of volatility though involves the spiking of the cost 
of allowances, especially if such high prices are sustained over a period of time or 
are caused by manipulation. Note that high prices of allowances can cause tremen- 
dous adverse economic impact on us, our customers and everyone in the economy 
regardless of whether such prices are caused by manipulation or simply by too small 
a supply of allowances in the market in the face of a given level of demand, or even 
the combination of general economic factors independent from the cap and trade re- 
gime which create the environment in which the cap and trade regime is operating. 
The fact is the Board needs to have the tools to respond to sustained, high prices 
as well as to respond to undue volatility in prices since the ruinous impact of each 
can be the same. We suggest the Board should consider the following as guidelines 
governing its intervention in the allowance market: 

A. The Board should be actively monitoring on a daily basis within each region 
of the country: 

• The amount of fuel switching actually being undertaken by utilities moving 
from coal-based generation toward natural-gas based generation, and the con- 
sequent price supply/demand impact of such fuel-switching on utilities, the indus- 
trial and commercial sector, and residential sector. 

• The actual (vs. predicted) commercial availability of advanced technologies to 
coal-based utilities to mitigate switching to natural gas-based generation. 

• Unemployment levels and other indicators of regional economic dislocation to 
workers and employers attributable both to the domestic cap and trade regime and 
to other factors that materially contribute to the overall economic environment with- 
in which the cap and trade regime operates. 

• The impact of the global climate regime as a demonstrated reason for U.S. man- 
ufacturers to shift operations and/or employment overseas to reduce cost. 

• A reduction in U.S. GDP of .25% (one-quarter of a percent) in any fiscal quarter 
or over two successive fiscal quarters attributable to implications of the global cli- 
mate regime compared to a reasonable baseline. 

• Evidence that the allowance market is being manipulated or that attempts are 
being made to manipulate the allowance market. 

B. The Board should establish as part of its intervention guidelines a set of “vola- 
tility ranges” for daily, weekly and monthly allowance trading where any exceeding 
of the upper level of the respective range will trigger the Board’s immediate analysis 
and consideration of causative factors, and where the Board concludes responsive 
action is necessary, an analysis of appropriate actions to mitigate the volatility. The 
Board should establish this “volatility range” anal 3 d:ical tool in advance and should 
establish a guideline of being able to respond with appropriate action within 48 
hours of a determination that such action is warranted. The objective must be to 
act expeditiously to mitigate, or perhaps even to prevent, adverse impacts in the 
economy from volatility. 

C. The Board’s intervention guidelines should be premised on establishing a close 
and ongoing working relationship with the Commodity Futures Trading Commission 
which has the expertise among federal agencies in monitoring, policing and over- 
seeing commodity futures markets in this country. We expect carbon allowances to 
trade on futures exchanges and the CFTC already has the regulatory regime to col- 
lect trading information on a very timely and useful basis from market participants 
and to monitor for manipulations of the markets. The Board should not try to rep- 
licate that expertise of the CFTC, but rather should use that agency’s expertise effi- 
ciently and effectively. Of note, the CFTC has emergency authority to deal expedi- 
tiously with excessive speculation in the markets and to take emergency action to 
prevent serious economic harm and threats implicating systemic risk to the econ- 
omy. CFTC can also issue cease and desist orders to prevent activity that is in viola- 
tion of its statutory mandates or to prevent harm to the economy within the ambit 
of its jurisdictional mission. The CFTC should be viewed as a valuable asset at the 
disposal of the Board. The Board should enter into a Memorandum of Under- 
standing with the CFTC to cover its cooperative activity and to be able to make re- 
ferrals to the CFTC for detailed investigation in cases where the Board has evidence 
of or merely suspects manipulation in the allowance trading market. 

D. Speed: The Board cannot analyze the situation to the point where action that 
is needed to mitigate — or perhaps even prevent — adverse economic impacts is de- 
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layed. The Board must be in position to assess market conditions and act if nec- 
essary within 48 hours, allowing itself time thereafter to take further action that 
modifies the initial action (i.e. more or additional intervention or reversing the ini- 
tial action). 

E. Bias toward increasing allowances: Where the concern is the spiking of allow- 
ances that threatens increased costs and related adverse economic impact, the 
Board’s bias of action should be toward first increasing the availability of allowances 
in the market, not such alternatives as adjusting the ability to bank allowances or 
the interest rate on borrowed allowances etc. This broad based action parallels the 
value that the Federal Reserve’s interest rate adjustment activity achieves. Just as 
the Fed’s interest rates affect the whole financial market, adjustment of the number 
of allowances in the trading market will impact the entire allowance market — not 
just some identifiable subset of the allowance market. There intentionally will be 
only one, national allowance market, not a set of regional allowance markets. So 
broad, national action of the nature of the Fed’s interest rate adjustment are what 
will be needed and should be developed as the primary tool used by the Board. 

Senator Lieberman. Thank you, Mr. Rowlett, very helpful testi- 
mony. 

We are going to do a five minute round of questions for each of 
the Senators. In Chairman Boxer’s absence, I will begin. 

Mr. Hawkins, I would like to start with you. The National Re- 
sources Defense Council is a member of the U.S. Climate Action 
Partnership, correct? 

Mr. Hawkins. That is correct. 

Senator Lieberman. The Climate Action Partnership was an- 
nounced earlier this year, was it January? 

Mr. Hawkins. It was early February. 

Senator Lieberman. Early February. I think that when we look 
back, we are going to see that announcement as a tipping point to- 
ward actually getting something done on climate change by the 
U.S. Because it was quite a remarkable coalition of environmental 
groups, such as your own, and significant representation from 
American business, particularly industries that are emitters of 
greenhouse gases, who are essentially saying, okay, we feel a re- 
sponsibility to be part of a solution. And they set out a series of 
standards, if you will, for what Climate Action Partnership would 
find to be an acceptable climate change bill. That is specifically in 
reduction of emissions by different dates, 2012, 2022, et cetera, 
there were ranges. 

This morning, in your testimony, you have presented your own 
estimates of what America’s Climate Security Act would achieve by 
the various dates. I must say, I am pleased as I hear them and 
read them, because your numbers certainly indicate that in the 
first two periods, which are critically important, 2012 and 2022, 
this legislation would actually achieve more emissions reductions 
than the U.S. CAP recommends for those years and that the emis- 
sions reductions achieved by our bill in 2027 and 2050 fall within 
the range recommended by LJ.S. CAP. 

So let me ask you first the bottom line question, can you say that 
on behalf of NRDC that at least when it comes to emissions reduc- 
tions this bill passes the test? And if that is the standard that a 
Senator applies, then one should vote aye on December 5th. 

Mr. Hawkins. Thank you. Senator Lieberman. First, let me cor- 
rect what I told you about the announcement date. It was the last 
week of January of this year, the date before the State of the 
Union, as I recall. 
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With respect to your question on emission targets, I will speak 
for NRDC. NRDC is a member of U.S. CAP, but I am not here 
today representing U.S. CAP. NRDC views the emission pathway 
in this bill as a very good start on what we need to do. The emis- 
sion reductions in the early years are strong. It is not possible to 
say they are stronger than what we need. We have waited far too 
long to get started. 

Toward the end of the period, we think the emission reductions 
will need to be stronger than they are in the bill, which is one of 
the reasons that we support the scientific review process to allow 
that to be adjusted. But from the standpoint of emission reduc- 
tions, we think this bill merits support and merits an affirmative 
vote in this Committee. 

Senator Boxer. Thanks so much, Mr. Hawkins. 

Mr. Baugh, let me ask you this question. As I heard your testi- 
mony, I was interested that you said that some of the things we 
did as part of the process on the subcommittee to come to a meet- 
ing of minds and also to get the four votes to get it out of the sub- 
committee you felt took it too far in one or another direction. In 
particular, I was interested in your comment on timeliness and tar- 
gets and the qualifying criteria for the technology, for some of the 
technology subsidies. 

As you know, there are members of this Committee who would 
like the bill to move further in that direction before it is reported 
out of this Committee. Are there any areas in which you believe 
that further movement of that sort would be particularly unwise 
from the AFL-CIO point of view? 

Mr. Baugh. We have concerns about the phase-out, but I think 
moving it even faster creates greater problems. I think it comes 
from both the investment side of moving to transformational tech- 
nology — 

Senator Lieberman. Just clarify what you mean by the phase- 
out. 

Mr. Baugh. One of the points that I understand has been made 
is that there is the phase-out period for the free allocations that go 
to industry. 

Senator Lieberman. Correct. 

Mr. Baugh. I think we need to understand that some would like 
to have a system that is purely auctioned and no free allocations, 
which in essence would say to all of manufacturing, you are going 
to have to go buy allowances and you are going to have to invest 
in these transformational technologies. I think the idea here is that 
those allowances are let to businesses, and as the gentleman at the 
end said, they don’t cover the full spectrum. It is a limited pool 
that declines over time. 

But I think it is important to do that, so that these allowances 
are available for doing business. They are going to have to pur- 
chase more allowances and make investments in transformational 
technologies. And they are rewarded to some degree when in fact 
they do this and cut their carbon emissions. 

So I think this is an extremely important point that this phase- 
out is a tough thing to stand against. We certainly wouldn’t want 
to see it further tightened. We had concerns about it to begin with. 
I would share with the Committee, we actually have four studies 
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coming back in the next month that we worked with the National 
Commission on Energy Policy to take a look at what is the impact 
of cap and trade on energy-intensive industries. We looked at four 
sectors, and we will share that with the Committee as soon as we 
have it. 

Senator Lieberman. We would appreciate that. 

My time is up, but I think what you said is significant. This is 
a balance, so this law would make some very serious demands on 
businesses, and they would have to spend a lot of money to comply 
with it, and of course, we are worried about the employment. One 
of the ways you cut back costs is by cutting back employees. And 
it was with that in mind that we created the allowances, the so- 
called free allowances. But we phased them out over time. 

I think it is significant that AFL-CIO is saying today through 
you that any shortening of that phase-out period you think would 
be unwise. 

Mr. Baugh. We think it is damaging. 

Senator Lieberman. Thank you. 

Senator Inhofe. 

Senator Inhofe. Thank you, Mr. Chairman. 

First of all, let me thank Senator Boxer, who was kind enough 
to extend the opening of this to 11 o’clock to accommodate my 
schedule, then Northwest was an hour late due to mechanical prob- 
lems. So I would like to ask that my opening statement be made 
a part of the record. 

Senator Lieberman. Without objection. 

Senator Inhofe. Mr. Hawkins, last week when we had Mr. Per- 
shing here from the World Resources Institute, I asked him wheth- 
er or not his organization would support nuclear power and he 
equivocated. I would like to ask you the same question, since it is 
going to be necessary in order to level off and then bring them 
down, in my opinion. Do you support nuclear power without a ca- 
veat, without equivocation? 

Mr. Hawkins. I would like to break the answer into two parts. 

Senator Inhofe. I am sorry, for the record, then, why don’t you 
answer in two parts. But right now, do you have a yes or no an- 
swer? 

Mr. Hawkins. We don’t support diversion of additional subsidies 
to nuclear power. We have no objection to nuclear power being an 
active participant in a greenhouse gas protection program. 

Senator Inhofe. Mr. Baugh, I have been troubled a little bit, I 
have talked to a lot of union members from various unions about 
the loss of jobs. Just a short answer, what is the impact of having 
requirements apply to plants that employ Americans starting in 
2012 if China and India continue to do nothing to address their 
rapidly increasing carbon footprints? First of all, you are not naive 
enough to think that they are going to reduce theirs, are you? 

Mr. Baugh. No, Senator, I am not. And that is why we have sup- 
ported the international language in this legislation. We would like 
to see the time lines moved up for its implementation. 

The second half of that is, we think the investment side of this 
portfolio, that it is invested domestically in American firms so that 
we capture the technology, that we make it here, that we deploy 
it here and have it available for export, is part of the balancing at 
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of how we address the jobs issue that is contained in this legisla- 
tion. There is a huge opportunity for the Nation to do that. 

Senator Inhofe. Okay, I do appreciate your comment that you 
don’t believe that China and India and the developing nations are 
going to be doing this. 

Mr. Sharkey, if we adopted unilateral mandates, is there any- 
thing we can do in legislation to ensure that steel imports incur the 
same climate control costs as U.S.-manufactured steel products and 
exports? 

Mr. Sharkey. I would just come back to reiterate our testimony, 
there are four things that would need to be done at a minimum. 
One is to make sure that we have simultaneous start dates, not 
2012 and then eight years later for foreign manufacturers. Have 
the same baseline period, make sure that we don’t have govern- 
ment-subsidized the allowances. And frankly, when you are dealing 
with China, of the largest 20 steel producers in China, 91 percent 
are government-owned or government-controlled. The subsidy issue 
is huge. 

Then the fourth thing is obviously we can’t have it be discre- 
tionary, they would have to be binding. 

Senator Inhofe. All right, thank you. 

Mr. Rowlett, I appreciate your being here today. I am sorry I was 
late, but I did hear your testimony. If this bill increases the de- 
mand for natural gas used for electric generation, what effect 
would this have? You talked about it, you gave a percentage of in- 
crease. I want to make sure that people paid attention to you. Why 
don’t you repeat that part of your testimony. As I came in, I heard 
you say something reflecting the increase in the prices on residen- 
tial natural gas heating bills. 

Mr. Rowlett. We looked at one of the more credible alternatives 
for us to meet the requirements of the cap and trade program, to 
be switching from coal generation to natural gas. That would have 
an impact of increasing a typical customer’s bill by 40 percent if 
we switched all the coal to natural gas. That typical customer 
would use about 1,100 megawatts, which is a very small family 
user. It is not a large home. 

Senator Inhofe. How would that disproportionately affect the 
poorer people, as opposed to the middle income people? 

Mr. Rowlett. Because their energy use is a much higher per- 
centage of their costs 

Senator Inhofe. Of their expendable income, yes. 

All right. The bill currently contains aggressive initial emissions 
reductions from targets in 2012 and 2020. Now, wouldn’t it be true 
that if you had a less aggressive reduction requirement in the early 
years it would give time for technology to catch up a little bit and 
perhaps be able to make this workable, or more workable than I 
think it will be? 

Mr. Rowlett. That is one of our concerns, is that in the initial 
years, there is no commercially available or credible technology 
that is available to offset these costs, which pushes us more toward 
the side of fuel switching. 

Senator Inhofe. Let me give you the auction question here. Can 
you elaborate on why being regulated can cause you to face signifi- 
cant problems if you are forced to operate under an auction ap- 
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proach for allocating emissions allowances, particularly given that 
State utility regulators need to approve every significant resource 
decision? 

Mr. Rowlett. Before we choose any kind of resource, we have to 
go before our State regulators. Any kind of cost we incur, we have 
to get past the muster of the State regulators. So nothing is auto- 
matic. Everything has to go through our State regulatory commis- 
sions to determine how cost recovery will occur. 

Senator Inhofe. All right. Thank you. My time expired, Mr. 
Chairman. Thank you very much. 

Senator Lieberman. Thank you very much. Senator Inhofe. The 
collegial courtesy continues unahated here today and threatens to 
go out of control. 

[Laughter.] 

Senator Lieberman. Senator Carper is yielding his seniority in 
the direction of Senator Klobuchar to ask the next round of ques- 
tions. 

Senator Klobuchar. Thank you very much. Senators, for doing 
that. 

I had some questions, first of all, for Dr. Greene regarding the 
CAFE standards and what you think the effect would be on meet- 
ing the goals of the Climate Security Act if the Senate failed to or 
the Congress failed to pass an increase to the gas mileage stand- 
ards. 

Mr. Greene. I think increasing the fuel economy standards is 
the single most important policy for the transportation sector. And 
I think not just for light duty vehicles, but we should look strongly 
at whether we want to have fuel economy standards for heavy duty 
vehicles, as the Japanese do. Fuel economy standards have proven 
to be very effective at increasing the fuel economy of new cars and 
as the fleet turns over, increasing the fuel economy of vehicles in 
the fleet and reducing our energy use and petroleum use by vehi- 
cles. 

I think that one of the things we have not touched on really 
today is the importance of that in terms of our oil dependence and 
in terms of its positive impacts on the world oil market in reducing 
oil prices. If we can have an impact on world oil prices, reducing 
the cost of a barrel of oil by $10, that is equivalent to 25 cents a 
gallon, just as a $25 ton of carbon price would be. 

Senator Klobuchar. You also talked about how aircraft CO 2 
emissions could be reduced by 12 percent through improved air- 
craft management and by 6 percent through operational improve- 
ments that could be made by airlines and airports. Could you 
elaborate on that? 

Mr. Greene. These are estimates made by the airline organiza- 
tions, ICAO and others, as to what could be achieved in terms of 
better flight planning. It requires things like reducing air traffic 
congestion, which we would all love to do for other reasons and 
greenhouse gas emissions as well. So there are a variety of steps 
in terms of the way flights are planned, flown and managed once 
they are in the air that can reduce the circuity of the travel and 
reduce the fuel burn rates of the aircraft while they are in travel. 

Senator Klobuchar. Then I have some questions just to follow 
up on what Mr. Baugh was saying. I guess I would start with you. 
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Mr. Hawkins, about the effect that this could have, which of course 
we are all concerned about, on the economy and workers. We want 
to make sure that we have done this in a way that doesn’t hurt 
our economy and some of the predictions that have been made, that 
I don’t agree with. But I would like to know what Europe, having 
done cap and trade, what effect the cap and trade they have in 
place has had on their economy. And I would ask the same thing 
of you. I will start with Mr. Hawkins. 

Mr. Hawkins. First, I would say that the European trading sys- 
tem is very much an initial trial run. It has had some bumpy spots 
with respect to price fluctuations. The Europeans recognized that. 
Fortunately, we recognize it, too, and the authors of this bill recog- 
nize it and have lots of provisions to prevent those kinds of things 
from happening. 

But we have not seen harm to the European economy as a result 
of this initial run. We think that given the provisions in S. 2191, 
we will not see harm to the U.S. economy. To the contrary, we will 
see economic opportunity created by the technologies that are stim- 
ulated under this bill. That will create jobs, it will not threaten 
jobs. 

Senator Klobuchar. Mr. Baugh. 

Mr. Baugh. We have seen, the European system has created a 
lot of carbon billionaires. They made some big mistakes in the way 
they structured their system to begin with. 

Senator Klobuchar. Correct. 

Mr. Baugh. It is having an impact. We are going to be partici- 
pating in the Bali meetings with trade unions from around the 
world, and we will be discussing this. 

But I think that we do have concerns about the impact on jobs 
in this Country. We have a particular sensitivity toward energy-in- 
tensive industries. We need to look hard at how the cap and trade 
works. That’s why we help commission these studies. And we want 
to share them with the Committee. We have to look hard about 
how that impacts those industries. 

Secondarily is the investment side of the portfolio and how is 
that used to generate the jobs in this Country. You should be as- 
sured in the State of Minnesota that if Minnesota is going to make 
the choice and invest in renewable technologies that they are made 
here, they are made in your State, they are made in the region, 
they are made in the Country and we capture that ability. That is 
why I keep coming back to our point in the legislation. Make it a 
provision of legislation. These are domestic investments. We are 
trying to generate new industry and economic opportunity for our 
people as we make a transition. 

Senator Klobuchar. Then just one last question. Mr. Sharkey, 
I share Senator Lieberman’s views of the good work that you have 
done. Coming from an iron ore State, I appreciate what you have 
been doing. You talked about that the steel industry is developing 
new types of steel products that can lead the way to reducing 
greenhouse gas emissions. Can you talk a little bit about that and 
elaborate on that, what the products are, what the time line is? 

Mr. Sharkey. They are both products and processes. In terms of 
products, I think the critical one I would cite would be the new 
generation of advanced high strength steels, which is the fastest- 
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growing automotive material. We are working very closely with our 
car company partners to get this in the next generation of vehicles, 
because it really helps them meet their fuel efficiency goals, basi- 
cally affordability goals, and also their safety goals. 

In terms of processes, the projects that we have underway are 
not only here in North America, but they are underway globally. 
We call them CO 2 breakthrough projects. Basically, these are 
longer term research projects, I don’t want to hold out the prospect 
that we are going to have the results of these in the next 3 to 5 
years. These are 15 to 20-year time lines. But basically, these 
would be processes that would fundamentally look to eliminate CO 2 
from the production process. That is the challenge we have made 
for ourselves. 

I think we can get there. But again, it is going to take capital 
to get there. And I would only stress that probably the single most 
important thing in terms of deploying these new technologies, we 
need a steel sector that has strong financial performance, that gen- 
erates the capital to put into the new technology. 

Senator Klobuchar. Thank you. 

Senator Lieberman. Thanks very much. Senator Klobuchar. 

Senator Voinovich, you are next. 

Senator Voinovich. Thank you. 

Mr. Sharkey, I have been in this business a long time. I remem- 
ber the voluntary restraint agreements that we tried to get through 
to protect our steel industry. Then when I came to the Senate, the 
201 investigation so we could protect our steel industry, I think 
back to my days as a State legislator, when we pushed the steel 
industry to clean up the air and water. I woke up one day and 
found out that the rest of the steel industry around the world was 
modernizing and we needed the money to modernize. Finally we 
got Japanese investment in here so we could modernize. 

So I am really concerned about the steel jobs that we have here 
in this Country and I am sure that Mr. Baugh is concerned about 
the same thing. I am concerned about the issue of fuel switching. 
I believe in my State of Ohio, our recession started in 2001 when 
gas prices spiked and we saw a dramatic impact on manufacturing 
jobs in our State and around the Country. If you believe fuel 
switching is going to occur, and Anne Smith testified that she 
thought as much as 65 percent higher by 2015, 125 percent by 
2050, that was a witness we had last week, would there be any do- 
mestic industry remaining, and what would it mean to American 
consumers? 

Mr. Sharkey or Mr. Baugh. The point is that there is a sub- 
stantial testimony and evidence that some very smart people be- 
lieve that as a result of this legislation, we are going to genuinely 
have fuel switching in this Country. The question is, if that does 
occur, what is going to happen to our jobs and to our steel indus- 
try? 

Mr. Sharkey. Just very briefly, energy represents 20 percent of 
our production costs. So you think about that, you understand the 
magnitude of how important it is. Anything that raises our cost of 
energy makes us less competitive. Fundamentally, what will hap- 
pen is that companies will make decisions about where their in- 
vestment goes based on their competitiveness. We are already basi- 
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cally seeing that in the EU. I think it is very unlikely you will see 
a new steel plant in the EU. They are going to put them in Brazil, 
they are going to put them everywhere because of the burden that 
we see in the EU right now. 

So it is a very important issue for the steel industry. We think 
that fundamentally, wholesale fuel switching to get more gas-fired, 
natural gas power plants is a big problem for the industry. This 
legislation unfortunately doesn’t address that. 

Senator VoiNOViCH. Mr. Baugh, do you think that the Carbon 
Market Efficiency Board can readily operate as a safety valve or 
cost control mechanism to protect the U.S. economy in the event of 
shocks to that economy created by the system that we would be 
putting in place with this legislation? 

Mr. Baugh. Senator, as currently structured, I do not believe so. 
My testimony was directed toward that. It is a system that has 
weak tools. It takes too long to implement them when there are 
prolonged price hikes, 180 days. It has an open market system. 
Anybody can compete. 

Let me give you an example of the volatility. The State of Illinois 
is actually doing carbon market trading. I just talked to the Elec- 
trical Workers from there two weeks ago at an energy conference. 
The number one bidder for allowances was a utility, the number 
two bidder was a utility. The number three bidder was Goldman 
Sachs. 

If you want speculatory behavior, speculation, if you want preda- 
tory behavior, we are going to create it. I think that is why we 
would argue for a much more restricted market system that would 
operate to avoid hoarding, to avoid predatory action and to say that 
you can bank allowances, but in perpetuity, that again can lead to 
other forms of bad behavior. I think we have questions about the 
effectiveness of that. 

Senator VOINOVICH. Thank you. 

Senator Lieberman. Thank you. It is my pleasure now to call on 
the Chairwoman herself. Senator Barbara Boxer. 

Senator Boxer. Thanks so much. I am sorry I had to run out for 
a couple of minutes. 

The gloom and doom presented to try and stop this bill for mem- 
bers is simply belied by the facts. Mr. Hawkins pointed out he 
didn’t see any harm. But I want to tell you about a meeting I had 
with David Miliband, Britain’s Foreign Secretary. He is the former 
Environment Minister. He told us that since 1990, Great Britain 
has reduced its greenhouse gas emissions by 15 percent and its 
economy has grown by over 40 percent. So people can lob grenades 
on this point and try to scare folks, but it is just not true. 

All you have to do is look at my State, which is now starting 
down the path, it is the most exciting place in America to be. I 
would urge my colleagues who are so nervous about this, I don’t 
blame you, change is hard, we all know that. But if we do nothing, 
it is very dangerous. Come to my State, just see what is happening 
in the venture capital community. There is a coming together of 
folks from the business community, there is a coming together with 
the environment community, with Republicans, with Democrats, 
with Independents, with students, everybody focused on this. 
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The investments, I say to my friends Senator Lieberman and 
Senator Warner, who I know is listening to every word, the excite- 
ment because of your work and the signal it sends, the optimistic 
signal it sends. So I would argue every step of the way, those who 
are predicting gloom and doom. You sound just like the folks who 
predicted gloom and doom when we passed the Clean Air Act, the 
Safe Drinking Water Act, all the landmark laws. I am going to go 
back and actually get some of the nay-sayers’ comments. And you 
will find you fight right, oh, we are rushing this, we haven’t really 
looked at this. The fact is, when you do the right thing for the 
American people, by stepping up to the plate and addressing a 
threat like this, it has its rewards. And not to do it is, in my view, 
very, very dangerous. 

Now, I wanted to ask Mr. Rowlett about his support of the car- 
bon tax instead of the cap and trade. Is that correct? Is that what 
your position is? 

Mr. Rowlett. We have asked the Committee to consider a car- 
bon tax in lieu of a cap and trade program, particularly during the 
transition period. It gives a better opportunity for the technologies 
to develop that would be necessary to operate under the cap and 
trade. 

Senator Boxer. Well, I think a carbon tax is what would hit 
lower income people the hardest. Right now, the way the 
Lieberman- Warner bill is written, it provides that low-income con- 
sumers will receive assistance from auction revenue in order to off- 
set the costs. So I would posit that a carbon tax is the worst thing 
you can do. First of all, it is dead on arrival. I don’t know too many 
colleagues that want new taxes. And secondly, I think it would be 
much more harmful to low-income people than what we have here. 

And then I would say, Mr. Sharkey, I understand your concerns 
about foreign competition for the steel industry. You look at my 
record, I have stood there and said, I want to do what is right for 
the American economy and I am sure you would see that in my vot- 
ing record. 

Now, this bill addresses international competition by providing 
special allowances and resources to U.S. energy-intensive indus- 
tries like steel. Are you recommending we delete these provisions? 

Mr. Sharkey. We are simply indicating that we don’t think they 
go far enough. We recognize the effort to address this particular 
problem, but we think the language that is currently in the bill is 
flawed and will not provide the necessary protection from competi- 
tors bringing product into this particular marketplace that is pro- 
duced with a lower environmental standard. 

Senator Boxer. And so you have looked at the language that the 
Senators have really taken from the Jeff Bingaman approach? 

Mr. Sharkey. Yes. 

Senator Boxer. And you don’t think it goes far enough? 

Mr. Sharkey. That is correct, ma’am. 

Senator Boxer. Well, let me say, this last summer, I went to 
meet with people who run the markets, the new carbon markets. 
I met with a lot of industry people. One of the amazing giants of 
industry there who is involved with steel and concrete and all this, 
they are really embracing this. They had concern at first. But they 
are embracing this. Because you know, if you look ahead, again. 
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the cost of doing nothing. Now, I know industry in America and I 
used to be a stockbroker, so I watched very carefully what industry 
does to make sure profits are up and the rest. 

One of the major criticisms we have always seen is that there is 
not enough long-term thinking. I would just suggest to you that 
there is this train coming down the road called unfettered global 
warming. If we don’t step up to the plate and address it, and I 
think what our colleagues have done here is to really take an ap- 
proach that considers everyone. I think, when you hear some of the 
criticism of the bill, some say, give too much to steel, give too much 
to coal. Others say, don’t give enough to steel, don’t give enough 
to coal. Something, you have hit that balance, it seems to me, when 
you get that. 

From my view, I would do 100 percent auction first thing out of 
the box. And I will support those amendments when they come on 
the Floor of the Senate. Everyone knows where I am at on this. 
But to do nothing, again to make the perfect the enemy of the good 
I think is a big mistake. I would just urge you to stay at the table 
with us. I would hate to see you away from the table, because this 
is going to happen eventually, because it has to happen. 

And I want to thank you. Senator Lieberman. That would be all 
I have to say. 

Senator Lieberman. Thank you very much for what you did say. 

Senator Barrasso. 

Senator Barrasso. Thank you, Mr. Chairman. 

Mr. Baugh, in your testimony on page 6, you said you were con- 
cerned about an amendment that I did in conjunction with Senator 
Baucus. It is an amendment that defined the terms low-rank coal 
in the bill. In your testimony you state you believe the amendment 
would undermine the technology transition that this legislation is 
attempting to achieve. 

In expressing concerns about my amendment, you stated in your 
amendment that there should be no distinction among coal types, 
such as higher rank or lower rank. I just wanted to know if you 
realize that in the underlying bill, it already made that distinction 
among coal types by setting aside allowances and that the amend- 
ment merely put a definition on what was called low-rank coal? 

Mr. Baugh. I would have to go back and look. I was responding 
to our colleagues from the United Mine Workers and others who 
raised that issue with us. They believed that it created a preference 
for western coal. We just said we didn’t believe there should be 
preferences. 

Senator Barrasso. Well, there has been a lot of praise for the 
Lieberman- Warner bill. Are you saying that the Lieberman- Warner 
bill was not correct initially in ensuring utilization of lower-ranked 
coal by promoting a small fraction of assistance to projects that 
used that coal? Because that is in the original bill. 

Mr. Baugh. Senator, I will have to go back and look. Honestly, 
I can’t answer that question because I don’t know for sure. 

May I clarify something, though? The bigger issue that was in 
there that I was implying that the transformation need for invest- 
ments is in particular directed at the auto provision that was put 
into the bill that said you can’t invest in anything other than an 
automobile that goes more than 35 miles per gallon. Frankly, when 
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you talk about making research and development investments, 
whether it is hydrogen or hybrids or other things, you are investing 
in raising the energy efficiency of the fleet. 

You can’t sort these things out this way. That is not how the in- 
dustry works. We just think that that was a mistake, that it really 
should go back to the original language. We really do want to raise 
the level of the entire fleet. To do that, we have to make invest- 
ments into these transformational technologies. 

Senator Barrasso. Mr. Hawkins, the target date on the bill is 
2050. How much cooler do you think the planet will be if we pass 
this legislation but yet China and India don’t follow suit with a 
similar cap and trade approach? 

Mr. Hawkins. Senator, if the United States passes this legisla- 
tion, I am confident that China and India and other countries will 
engage much faster. And the contrary position, if the United States 
hesitates and does not pass legislation like this, we can be assured 
that China and India will not engage, and we will indeed be in a 
heap of trouble. 

Senator Barrasso. That sounds rather speculative. It is just a 
confidence you have in India and China’s commitment to make that 
change in spite of what impact it may have on their own econo- 
mies? 

Mr. Hawkins. It is a confidence that I have in the respect that 
the United States has in the world community and countries pay 
attention to what the United States does and they pay attention to 
what the United States does not do. For the last 10 years, I have 
been going to China a couple of times a year and meeting with 
business leaders and political leaders as well. Every time we bring 
up advanced technology and ask the Chinese what they are doing 
about it, the first question they ask is, what is the United States 
doing about it. 

So the more that we can say that the United States is doing the 
more opportunities we have to engage them. This is not specula- 
tion. This is a method that works. We cleaned up cars in the 1970s. 
The Chinese then acted to clean up their cars. We took lead out 
of gasoline in the 1970s and 1980s. The Chinese have taken lead 
out of gasoline. They are now putting scrubbers on power plants, 
after we put scrubbers on power plants. 

Senator Barrasso. Mr. Hawkins, I have limited time to ask 
questions. 

So the answer is, you don’t know if the planet will be cooler or 
not cooler if we do all this and China and India do not follow suit, 
which was the initial question? 

Mr. Hawkins. I am confident that if we take this action, the 
planet will be much cooler and the climate will be protected to a 
degree that we cannot count on if we fail to act. 

Senator Barrasso. Could you talk a little bit about jobs? I am 
very concerned about the Wyoming economy. How many jobs do 
you predict would be lost in our State if this does take place? Be- 
cause you had talked about jobs increasing rather than decreasing. 

Mr. Hawkins. Yes. We think, jobs are created when goods and 
services that people value are created. The world is going to value 
clean energy solutions. Renewable energies from your State are 
going to enjoy a thriving business. With coal technologies that cap- 
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ture carbon, which are going to be incented by this bill, again you 
will have a market for technologies. There will be industries as 
companies like Rio Tinto have observed. They will get paid for tak- 
ing carbon out of the ground and they will get paid for putting car- 
bon back into the ground. This is a job creation program. 

Senator Barrasso. And of course, that company has just an- 
nounced it is going to sell all its North American assets. 

Thank you, Mr. Chairman. 

Senator Lieberman. But before they did, they announced that 
they were going to be members of the tl.S. Climate Action Partner- 
ship. 

[Laughter.] 

Senator Lieberman. Senator Carper. 

Senator Carper. Thanks, Mr. Chairman. Again, to our witnesses, 
thanks so much for your testimony and your responses here today. 

I have a couple of questions for Mr. Sharkey and one for Mr. 
Hawkins. Let me just start with Mr. Sharkey. In an earlier version 
of your testimony, you talked a little bit about the very fine job 
that the industry you represent has done with respect to recycling. 
We applaud you for that and want to make sure that it continues. 
You mentioned in your testimony, your earlier testimony, you said, 
I understand that Senator Carper may offer a recycling amend- 
ment to the bill. That is correct. Then you go on to say the use of 
recycling materials as raw materials, feedstock, in the manufac- 
turing process can significantly reduce and even avoid in some 
cases greenhouse gas emissions. I would say amen. 

In crafting an amendment that we are probably going to offer on 
recycling, and my colleagues that I will be asking to support, give 
us some idea what you think might be constructive. 

Mr. Sharkey. We will need to take that under advisement and 
we will be back to you very shortly. 

Senator Carper. If you could respond for the record, I would ap- 
preciate that. 

A second one, if you would, I think in your testimony you dis- 
cussed the reductions in CO 2 emissions per ton of steel that your 
industry has achieved I think since 1990. In your opinions, are 
there some policies that we could include in this legislation that 
are discussing today that would reward the progress that your in- 
dustry has already achieved? 

Mr. Sharkey. Obviously we would pay very close attention to 
credit for early action and whatever timeframe might be set for 
that. I think that would be an important issue. 

I think support for new technology deployment is very important. 
We currently have a public-private partnership with the Depart- 
ment of Energy, working on many of these technologies. But frank- 
ly, the United States is way behind what is occurring in Japan, 
Korea, the EU, where there are very aggressive support programs 
to develop this new technology. 

Senator Carper. All right, thank you. 

And one for Mr. Hawkins, if I could. Mr. Sharkey expressed ear- 
lier some concerns over I think the allowance obligations that the 
industrial sector will face in, I believe it is 2012. I would just ask, 
and this may not be a fair question, but I will ask it anyway, and 
if you can answer it, fine. If not, just come back to me on the 
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record. But what will those obligations be? And what are the 2005 
industrial emissions compared to the amount of allowances that 
will be given for free? Just think about that. What allowances are 
going to be given for free and what actually do they emit for CO 2 
in 2005? 

Mr. Hawkins. The bill provides that 20 percent of the total al- 
lowance pool is available for free initially to the industrial sector. 
Another 20 percent is available to the electric power production 
sector. I can get you the figures on what the industrial emissions 
were in 2005. I don’t have those figures broken out separately for 
the industrial and the power production sector. The total covered 
emissions in 2005 for all covered sources are on the order of 6 bil- 
lion tons of carbon dioxide per year. 

Senator Carper. Somehow, I am thinking in the back of my 
mind that the allowances may actually be greater, the ones that 
are for free, might actually be greater than the level of emissions 
in 2005. I don’t know if it is just with respect to one sector of the 
industrial economy or more. But if that is the case, that is an inter- 
esting point. We will get to the bottom of that, if you can answer 
for the record, I would appreciate it. 

Mr. Hawkins. I would be happy to do that. If they aren’t greater, 
they are certainly a very high fraction of their total obligation. And 
when combined with offset provisions and others, we think that the 
argument that the industrial sector will have difficulty in meeting 
these targets is not well-founded. 

Senator Carper. Does anybody else have a thought on this point 
before we move on? No? 

Okay, Mr. Chairman, thanks so much. 

Senator Lieberman. Senator Carper, thank you very much. 

Senator Alexander. 

Senator Alexander. Thank you, Mr. Chairman. 

Dr. Greene, I want to make sure I understood your comments 
correctly. The Senate in its Energy Bill passed higher CAFE stand- 
ards, 35 miles per hour average, by 2020. Did I understand you to 
say that would be the single most important policy that the Con- 
gress could take in the transportation sector for reducing our de- 
pendence on oil? 

Mr. Greene. That and reducing greenhouse gas emissions. 

Senator Alexander. So in both cases, that would be the single 
most important policy within the transportation sector? 

Mr. Greene. In my opinion, yes. 

Senator Alexander. In order to reduce greenhouse gases and re- 
duce our dependence on oil. You also mentioned some figures, and 
I was trying to follow them. Did you say that the change in a $10 
price in the barrel of oil was equal to about 25 cents in a gallon 
of gas? 

Mr. Greene. Yes. 

Senator Alexander. So if the price of oil went from $90 to $100 
in the last couple of weeks, that basically will eventually raise the 
price at the pump a quarter? Is that right? 

Mr. Greene. Yes. 

Senator Alexander. What did you say, you said something about 
$25 a ton. Does the cost of $25 a ton of carbon cost about a quarter 
on a gallon of gas, or did I misunderstand you there? 
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Mr. Greene. No, that is correct. 

Senator Alexander. I would like to ask you about the idea of a 
low-carbon fuel standard. How would you define what we mean by 
a low-carbon fuel standard? 

Mr. Greene. Well, one sets a limit for the quantity of carbon 
that can be emitted from burning, say, all of transportation fuels 
in the United States. 

Senator Alexander. So you would basically say to the oil compa- 
nies or to the seller of gasoline that in the blend that you mix you 
have to have a steadily decreasing amount of carbon? 

Mr. Greene. Probably to the refiners, yes. 

Senator Alexander. You would say it to the refiners? 

Mr. Greene. Probably. You could do it in different ways. 

Senator Alexander. But probably to the refiners. 

Mr. Greene. Yes. 

Senator Alexander. Now, compared to a so-called upstream tax 
on the economy, which includes fuel, it seems to me that the possi- 
bility that we put an upstream tax on fuel, economy-wide tax that 
also includes fuel, that we might raise the cost, that the companies 
or refiners might just simply pass that tax along to the customer 
at the pump, and it wouldn’t have the effect of changing behavior, 
while a low-carbon fuel standard should have the effect of actually 
reducing the amount of carbon in the air. Is that a valid comment? 

Mr. Greene. I don’t know of a study that looks at the effect of 
the carbon tax on eventual carbon content of fuels. So how sen- 
sitive is the transportation fuel industry to a tax on carbon I don’t 
think we really understand yet. But clearly, the low-carbon fuel 
standard sets a performance standard. I think the reason Cali- 
fornia has gone ahead with a low-carbon fuel standard is their be- 
lief that it is a method of pulling technology along. 

Senator Alexander. If I may ask, I have one other question I 
want to ask Mr. Rowlett, if you had an effective low-carbon fuel 
standard, a steadily-decreasing requirement in the transportation 
sector for fuels, why would you also need a so-called upstream tax 
on fuels? Why wouldn’t the low-carbon fuel standard, properly ad- 
ministered, be sufficient? 

Mr. Greene. I think this is the same question as, should there 
be a tax on carbon or should there be a carbon cap and trade sys- 
tem, on the sense that the low-carbon fuel standard essentially sets 
a performance goal and says, this is how much carbon you can emit 
and what that costs remains to be seen. 

Then the carbon cap and trade system in this case would put a 
price on the carbon and how much reduction in carbon that price 
would achieve remains to be seen. 

Senator Alexander. Thank you. Dr. Greene. 

Mr. Rowlett, I understood you to say that while you are quad- 
rupling your investment in wind that it is not an alternative to 
your baseload requirements. 

Mr. Rowlett. Exactly. 

Senator Alexander. Do you then use it as a reliable alternative 
during peak periods? 

Mr. Rowlett. It is not dependable at all during peak periods. 

Senator Alexander. Well, if you don’t use it for baseload or peak 
periods, why are you investing in it? 
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Mr. Rowlett. We are investing in it to lower our carbon foot- 
print. 

Senator Alexander. So you mean you can’t use it, but regula- 
tions are requiring you to build wind turbines? 

Mr. Rowlett. We can use it when the wind is available. And it 
offsets 

Senator Alexander. But it is not a baseload and it is not peak- 
ing? 

Mr. Rowlett. Absolutely. 

Senator Alexander. What other use do you have for electricity, 
if it’s not baseload or peaking? 

Mr. Rowlett. Well, to provide for needs when it is not baseload 
and it is not peaking. 

Senator Alexander. When would that be? 

Mr. Rowlett. It is whenever the wind is available. When the 
wind is blowing and it is generating electricity, it offsets coal 
or 

Senator Alexander. But your testimony is you don’t use it in 
your utility for baseload and you can’t use it for peaking? 

Mr. Rowlett. Right. 

Senator Alexander. But you do it because you are required to 
lower your carbon footprint? 

Mr. Rowlett. Well, in our case we don’t have an RPS standard. 
We are doing it, we are trying to take some proactive actions to re- 
duce our carbon footprint without it ever being a mandate. That is 
sort of the bargain that we have reached with our local and State 
legislators. 

Senator Alexander. Thank you very much, Mr. Chairman. 

Senator Lieberman. Thank you. Senator Alexander. 

And now for the climax of the hearing. Senator Whitehouse. You 
don’t have to mention Long Island Sound. 

Senator Whitehouse. Can I mention Narragansett Bay? 

Senator Lieberman. Yes, you can. 

[Laughter.] 

Senator Whitehouse. Mr. Baugh, I wanted to follow up with you 
because your testimony addresses most directly the concern about 
integrity of the allowance marketplace. First of all, you have the 
concern about offsets and about monitoring their legitimacy, par- 
ticularly when it gets to overseas, potentially duplicative credits. 
Beyond that concern, do you have any recommendations on what 
we should set up institutionally to protect against that concern? 
How would you see us evaluating the legitimacy of offsets and 
claims and protect against the counterfeit carbon savings problem? 

Mr. Baugh. In all honesty. Senator, we haven’t thought this 
through, to give you a straight-up answer on that. We think it 
needs to be done. We recognize it is a problem. We are more than 
willing to sit down with everyone and work through this, so that 
the legitimacy of the overseas issues are addressed and taken care 
of. We think the 33 percent total ability to offset from domestic and 
international is a lot. And we worry that, is that a disincentive to 
manufacturers and those to make the transitional investments we 
need to have made in the domestic economy. 

The other piece of that is this issue of the offsets that are here 
domestically, there have been some things that were put into the 
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bill to address this. But I am concerned about paying for behavior 
that is going to happen anyway. We don’t want to do that. 

Senator Whitehouse. Well, I look forward to working with you 
as well. I feel about it the same way you do, we have a big prob- 
lem, and I am looking around for people who have thought ahead 
through the switches a couple of steps. I am not finding much 
there. 

The other is the question of how you regulate the allowance trad- 
ing itself. We have seen in American history numerous examples 
of markets gone bad, silver markets, stock market scams, all sorts 
of things. Here there is going to be an awful lot of money flowing. 
In my view, the regulation of it is very minimal. 

You have proposed restrictions on the timing, of how long allow- 
ances can be held, and the access, who can trade in those. 

Mr. Baugh. I think very simply, I think this can act as sort of 
a natural regulatory mechanism, in a sense, that if the access to 
the market is limited to the people who have to use allowances to 
begin with, and remember, it is a declining pool, it is a diminishing 
pool to begin with, they have to buy them anyway, but limit it to 
the people who actually have to use them. Goldman Sachs should 
not be buying allowances. That leads to all kinds of bad outcomes 
for people. Artificially high prices, which people are worried about 
on this Committee, and the banking issue I think is problematic 
from that point of view. There may be legitimate reasons to allow 
certain forms of banking. But again, when does banking become 
hoarding and lead to behavior you really don’t want to use? 

I think the idea of the carbon market board and the trading sys- 
tem is, people have to buy these because they have to use them. 
It should be done in such a way that it is also encouraging the in- 
vestment of their resources into the transitional technology at the 
same time. That is why we oppose this idea of just this wide open 
market system. We think it is very problematic and will have huge 
price outcomes, bad ones, for the American public and American in- 
dustry. 

Senator Whitehouse. Do you think someone needs to oversee 
the board? 

Mr. Baugh. Oh, absolutely. I know the suggestion is that it is 
like a Federal reserve. That may be. I think Congress has a role 
here. 

Senator Whitehouse. Maybe more like the stock market, which 
has a pretty active SEC requirement. 

Mr. Baugh. Well, I don’t know if we need to go the SEC and our 
criticisms of that. But it is a problem, that is like the foxes guard- 
ing the henhouse there. I don’t think we want that, either. 

Senator Whitehouse. You do think there needs to be some enti- 
ty of some kind? 

Mr. Baugh. I think there needs to be some entity of some kind. 
Senator, we share your concerns that you raised in your opening 
statement. 

Senator Whitehouse. Are you convinced that the governance of 
this board is adequate? 

Mr. Baugh. I think it is a start. I think it should be broadly 
based. We think labor should be represented on it. We said as 
much in our earlier testimony. 
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Senator Whitehouse. And I wonder about the accountability of 
it and the openness of it, the transparency of it, just in terms of 
things like open meetings requirements, open records require- 
ments, Administrative Procedures Act requirements. 

Mr. Baugh. As a public body, that should be a given. I think this 
issue of transparency, that the public sees, that industry sees the 
people that are participating, everybody understands what is hap- 
pening here. 

My last comment would be, people don’t want to talk about 
taxes, but in fact, the cap and trade program is in effect a tax. 

Senator Whitehouse. It sure is. 

Mr. Baugh. It will raise revenue just like you could raise tax rev- 
enue. You can choose to use some of that revenue to offset the im- 
pacts on the low-income people, just like the cap and trade proposal 
does. Nobody is fooling each other: this will raise the cost of energy. 
The question is, how do we do it in a way that does not have nega- 
tive impacts on our industrial base of this Country, that is done in 
such a way that the consumers don’t get hit very hard about this, 
and that we make this transition, and that the investments that 
we are going to put out there should be made. 

There are allowances allowed for the line agencies, right, for the 
transmission agencies. Well, make it clear on the record that if 
they are going to get allowances, they don’t generate or produce 
carbon. If they are going to do that, then they have to make that, 
take that money, that resources and invest in high-efficiency en- 
ergy with technologies that are there. It can make a big step to- 
ward some of the energy efficiency needs we have. 

I guess I am saying, there are a number of ways we need to be 
more direct in the legislation to look out for the interests of the Na- 
tion, to assure that these jobs are created here, that we keep the 
jobs we have, and that we get the rest of the world to play. 

Senator Whitehouse. Thank you very much. 

My time has expired. I thank the Chair. 

Senator Lieberman. Thanks, Senator Whitehouse. Those were 
very interesting questions and answers. I will just say real briefly 
that Senator Warner and I, Senator Warner was particularly fo- 
cused, in the construction of the bill, on maintaining the integrity 
of the systems. I will say to you that the Carbon Market Efficiency 
Board, as we have conceived it thus far in the bill, plays a role 
much more akin to the Federal Reserve Board than to the SEC. It 
could be that, well, you probably know, check me, on the acid rain 
system, they are subject to regulation by the CFTC, or the SEC? 

Mr. Hawkins. Actually, the acid rain, sulfur dioxide trading pro- 
gram has many of the features that concern Senator Whitehouse 
but don’t have the problems that he is worried about. There is free 
and open trading. There is unlimited banking. Anyone can hold al- 
lowances. We have not seen the problems develop that Mr. Baugh 
and Senator Whitehouse have indicated. 

Senator Lieberman. But remind me, is that trading system sub- 
ject to oversight by the Commodities Futures Trading Corporation? 

Mr. Hawkins. Individual trading firms like the Chicago Board of 
Trade are subject to the standard, whatever they are subject to 
with respect to any other commodities. But the acid rain permit 
system itself is operated by EPA. EPA issues the permits, the cer- 
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tificates. They are traded. They have to be turned into EPA every 
year. And as I say, the problem with hoarding, the problem of stock 
speculation, simply hasn’t occurred. 

Senator Lieberman. This is something we want to continue to 
work on, because it may be that we want to give some enumerated 
oversight to some existing regulatory entity like the SEC or CETC. 
But as you said, these markets presumably will occur on one of the 
existing exchanges. And those exchanges are subject to review by 
existing regulatory groups. 

But this is an open question. I would love to continue working 
on it with you. 

The second is that you are right, that this business of the allow- 
ances and the auctions, the auctions are going to raise a very sig- 
nificant amount of money. To me, that says two things. One, we 
want to make sure that to the best of our ability, we create a sys- 
tem in which the Climate Change Credit Corporation, which will 
collect and distribute this considerable amount of money, sets up 
systems to make sure that, to the best of anybody’s ability, that it 
is spent well. Our intention here is to both reduce some of the price 
impacts of our system, but also, and this is most significant, to re- 
invest the money collected as a result of the auctions in tech- 
nologies that will drive exactly what happened in the iron and steel 
sector of our economy, hopefully creating more jobs, certainly pro- 
tecting jobs. 

I will tell you that we have phrased the allocation of the auction 
proceeds in terms of percentages. But there are groups outside who 
have now tried to convert that, in a reasonable basis, to actual dol- 
lars. It is an enormous amount of money. And I want to say in a 
positive sense, if we do everything we can to guarantee the integ- 
rity of it, and it is intended to achieve public purpose, in fashioning 
a system to deal with the global challenge of global warming, we 
have within our grasp the opportunity to create what a lot of peo- 
ple have been saying we needed to do for a long time, whatever 
your metaphor is, whether it is a Manhattan Project or a moon 
shoot, to make America energy independent. And incidentally, to 
also help to clean up other forms of air pollution that affect people’s 
health. 

So there is a real opportunity here, and as others have said, a 
lot of money will be on the table. But we have to be. Senator War- 
ner and I want to make very sure that we do everything we can 
to not only ensure the integrity of the system when that money is 
on the table, but that it is used as a kind of vast venture capital 
pool to really unleash the most aggressive entrepreneurial, innova- 
tive talents that history shows us are there in the American econ- 
omy. 

You have given us a lot of time and I thank the witnesses. This 
has been a very interesting hearing, as the last one was. I think 
in both the question and the comments of the members of the Com- 
mittee and the exchanges with the witnesses, we are going to a 
level of practical detail about the bill, which is very encouraging. 
It is not that everybody agrees, and not that everybody says yes, 
I support the bill. But I don’t hear anybody much any more saying 
this is not a problem. I think everybody is pretty much saying we 
have a problem here, now what is the most sensible, effective way 
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to solve it. These hearings and your testimony today has really 
helped us to do that. 

So I appreciate it very much. The hearing record will stay open 
for an additional week for statements that other Committee mem- 
bers may want to ask the witnesses, or if you or others want to file 
additional statements for the record. 

With that, I thank you again and adjourn the hearing. 

[Whereupon, at 1:30 p.m., the committee was adjourned.] 

[Additional statements submitted for the record follow.] 
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A. G AO 

^^^^^^^AecountablHty * int»flrtty » RallabWIty 

United States Goveriunent Accountability Office 
Washington, DC 20548 


March 16, 2007 

The Honorable Joseph I. Lieberman 
Chairman 

The Honorable Susan M. Collins 
Ranking Member 

Committee on Homeland Security and Govemmentid Affairs 
United States Senate 

As the 2004 and 2005 hurricane seasons demonstrated, weather-related 
events can devastate affected communities and individuals, and are costly 
to the insurance industry, government disaster assistance programs, and 
other relief organizations. Apart from the record-setting losses 
experienced in 2005, weather-related events over the past decade have 
cost the country tens of billons of dollars each year. 

The property and casualty segment of the insurance industry, spanning 
both the private and public sector, bears a large portion of weather-related 
losses.’ The private sector includes primary insurers that insure 
individuals and businesses directly, and reinsurers that provide insurance 
to the primaiy insurers. The public sector includes federal programs — ^in 
particular, the National Flood Insurance Program (NFIP), which insures 
properties at risk of damage from flooding, and the Federal Crop 
Insurance Corporation (FCIC), which insures crops that are vulnerable to 
drought, floods, or other natural disasters. Many states also administer 
insurance pools that provide coverage for losses caused by weather- 
related events. 

The uncertain and potentially large losses associated with weather-related 
events are among the biggest risks that property insurers face. Virtually 
anything that is insured — property, crops and livestock, business 
operations, or human life and health — is vulnerable to weather-related 
events. To remain financially solvent, the insurance industry must estimate 
and prepare for the potential impact of weather-related events. As such, 
any unanticipated changes in the frequency or severity of weather-related 


‘insurers use the term "loss” to refer to the dollar value of approved or settled claims 
arising from damages incurred by a policyholder. For the purposes of this report, weather- 
related loss refers to the dollar ralue of claims made on damage attributable to weather- 
related events. "Loss" does not account for prettuum or other income, deductibles, co- 
payments, or damages in excess of coverage. 
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events can have financial consequences at the company level and industry- 
wide. 

The earth’s climate and weather patterns are dynamic, varying on 
seasonal, decadal, and longer time scales. The global average surface 
temperature has increased by 0..74 degrees Celsius over the pzist 100 years 
and climate models predict additional, perhaps accelerating, increases in 
temperature. While the temperature increases to date may appear small, 
climate models project that additional changes in temperature may alter 
social and economic activities in potentially profound ways. Much 
research and policy debate has centered on the extent to which human 
activities have contributed to the warming and how much is due to natural 
variability. For the purpc»es of this report, climate change refers to any 
change in the climate over time, whether due to natural variability or as a 
result of human activity.* Regardless of the cause, some contend that 
increasing temperatures — accompanied by changes in other aspects of the 
climate — may have adverse financial consequences for property insurers, 
which might slow the growth of the industry and shift more of the burden 
to governments and individuals. 

Concerned about the implications of climate change for weather-related 
losses incurred by federal agencies and private insurers, you asked us to 
(1) describe what is known about how climate change might affect insured 
and uninsured losses, (2) determine insured losses incurred by ms^or 
federal agencies and private insurers and reinsurers resulting from 
weather-related events, and (3) determine what m^or federal ^encies and 
private insurers and reinsurers are doing to prepare for the potential risk 
of increased losses due to more frequent or more severe weather-related 
events associated with climate change. 

To describe how climate change might affect insured and uninsured 
losses, we reviewed and summarized key scientific assessments by 
reputable international and national research organizations, including the 
Intergovernmental Panel on Climate Change Third Assessment Report, 
National Academy of Sciences reports, and the multifederal agency 


*More specifically, we used the Intetgovemmental Panel on Climate Change definition, 
which refers to climate change as a statistically significant variation in either the mean 
state of the climate or in its variability, persisting for an extended period (typically decades 
or longer). Climate change may be due to natural factors (e.g., internal processes or 
external forcings such as solar variations or heavy volcanic activity), or to persistent 
human-induced changes in the composition of the atmosphere or land use patterns. 
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Climate Change Science Program. To determine insured losses 
attributable to weather-related events, we analyzed data from 1980 
through 2005 from the Department of Homeland Security’s Federal 
Emergency Management Agency (FEMA) for the NFIP; from the 
Department of Agriculture's Risk Management Agency (RMA) for FCIC; 
and from the Property Claims Service, a leading source of insurance data. 
We analyzed changes in weather-related losses since 1980 and 
supplemented this anal>^s with a review of existing literature and the 
views of subject area experts on the key drivers of changes in losses. 

To determine what key federal agencies and private insurers are doing to 
assess and manage the potential for increased losses, we conducted 
semistructured interviews with officials from the NFIP, RMA, and a 
sample of the largest private primary insurers and reinsurers in the United 
States, Europe, and Bermuda. The companies we interviewed represent 
about 45 percent of the total domestic insurance market but should not be 
generalized to represent all msurance companies. We also interviewed 
officials from catastrophe modeling firms, insurance industry associations, 
the National Association of Insurance Commissioners (NAIC),^ and 
universities to provide additional context for respondents’ statements. To 
supplement these interviews, we reviewed documentation of federal 
agencies’ risk management practices, studies by subject area experts, 
industry reports, insurance company documents, and previous GAO 
reports. We performed our work between February 2006 and January 2007 
in accordance with generally accepted government auditing standards. A 
more extensive discussion of our scope and methodology appears in 
appendix I. 


Results in Brief 


Assessments by the National Academy of Sciences (NAS) and the 
Intergovernmental Panel on Climate Change (IPCC), a leading source for 
international climate expertise, report that the effects of climate change 
on weather-related events and — by extension — weather-related losses 
could be substantial. IPCC reports that global mean temperatures 
increased by 0.74 degrees Celsius over the last 100 years and are projected 
to continue to rise over the next century. Although temperatures have 
varied throughout history due to natural processes, such as changes in the 
Earth’s orbit and volcanic eruptions, the IPCC and NAS report that the 


^he National Association of Insurance Commissioners is an organization of insurance 
regulators from the 50 states, the District of Columbia, and the five U.S. territories. 
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observed temperature increase during the twentieth century cannot be 
explained by natural variability alone but is largely attributable to human 
activities. Warmer surface temperatures are linked to global-scale 
oceanographic, meteorological, and biological changes. For example, as 
the earth warms, more water evaporates from oceans and other sources, 
eventually falling as rain or snow. Key assessments that rely on both 
observational data and computer models have reported that warmer 
temperatures are expected to increase the frequency and severity of 
damaging extreme weather-related events (such as flooding or drought), 
although the timing, magnitude, and duration of these changes are as yet 
undetermined. FXirther research on the effect of increasing temperature on 
weather events is ongoing. Of particular note, the IPCC is expected to 
release its fourth assessment of the state of climate science throughout 
2007, and the Climate Change Science Program is currently assessing 
potential changes in the frequency or intensity of weather-related events 
specific to North America in a report scheduled for release in 2008. 

Taken together, private and federal insurers paid more than $320 billion in 
claims on weather-related losses from 1980 through 2005. In constant 
dollars, private insurers paid the largest part of the claims during this 
period, $243.5 billion (about 76 percent); followed by federal crop 
insurance, $43.6 billion (about 14 percent); and federal flood insurance, 
$34.1 billion (about 11 percent). Claims varied significantly from year to 
year — largely due to the incidence and effects of catastrophic weather 
events such as hurricanes and droughts — but generally increased during 
this period. In particular, the years with the largest insured losses were 
generally associated with major hurricanes, which comprised well over 
one-third of all weather-related losses since 1980. The growth in 
population in hazard-prone areas, and resulting real estate development 
and increasing real estate values, have increased federal and private 
insurers’ exposure, and have helped to explain the increase in losses. In 
particular, heavily-populated areas along the Northeast, Southeast, and 
Texas coasts have among the highest value of insured properties in the 
Uruted States and face the highest likelihood of major hurricanes. Due to 
these and other factors, federal insurers’ exposures have grown 
substantially. Since 1980, NFIP’s exposure has quadrupled, nearing $1 
trillion, and program expansion has increased FCIC’s exposure nearly 26- 
fold to $44 billion. These escalating exposures to catastrophic weather 
events are leaving the federal government at increased financial risk. FCIC 
officials told us, for example, that if the widespread Midwest floods of 
1993 were to occur today, losses would be five times greater. 
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While both m^or private and federal insurers are exposed to increases in 
the frequency or severity of weather-related events associated with 
climate change, the two sectors are responding in different ways. Using 
computer-based catastrophe models, many major private insurers are 
incorporating some near-term elements of climate change into their risk 
management practices. One consequence is that, as these insurers seek to 
limit their own catastrophic risk exposure, they are transferring some of it 
to policyholders and to the public sector. In addition, some private 
insurers are approaching climate change at a strategic level by publishing 
reports outlining the potential industry-wide impacts and strategies to 
proactively address the issue. Federal insurance programs, on the other 
hand, have done little to develop the kind of information needed to 
understand the programs’ long-term exposure to climate change for a 
variety of reasons. The federal insurance programs are not oriented 
toward earning profits like private insurers but rather toward increasing 
participation among eligible parties. Consequently, neither program has 
had reason to develop information on their long-term exposure to the 
fiscal risks associated with climate change. 

We acknowledge the different mandate and operating environment in 
which the m^or federal insurance programs operate, but we believe that 
better information about the federal government’s exposure to potential 
changes in weather-related risk would help the Congress identify and 
manage this emerging high-risk area — one which may not constitute an 
immediate crisis, but which does have significant implications for the 
nation’s growing fiscal imbalance. Accordingly, GAO is recommending 
that the Secretary of Agriculture and the Secretary of Homeland Security 
direct the Under Secretary for Farm and Foreign Agricultural Services and 
the Under Secretary of Homeland Security for Emergency Preparedness to 
analyze the potential long-term fiscal implications of climate change for 
the FCIC and the NFIP, respectively, and report their findings to the 
Congress. 

In commenting on a draft of this report, both the Departments of 
Agriculture (USDA) and Homeland Security (DHS) agreed with our 
recommendation, and USDA commented on the presentation of several 
findings in the draft. The Department of Commerce neither agreed nor 
disagreed with the report’s findings, but instead commented on the 
presentation of several issues in the draft and offered technical comments 
which we incorporated into this report as appropriate. The Department of 
Energy elected not to provide comments on the draft. 
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Background 


Insurance is a mechanism for spreading risk over time, across large 
geographical areas, and among industries and individuals. While insurers 
assume some financial risk when they write policies, they employ various 
strategies to manage risk so that they earn profits, limit potential financial 
exposures, and build capital needed to pay claims.^ For example, they 
charge premiums for coverage and establish underwriting standards, such 
as refusing to insure customers who pose unacceptable levels of risk, or 
limiting coverage in particular geographic areas. Insurance companies may 
also purchase reinsurance to cover specific portions of their financial risk. 
Reinsurers use similar strategies to limit their risks, including charging 
premiums, esUd>lishing underwriting standards, and maintaining close, 
long-term business relationships with certain insurers. 

Both insurers and reinsurers must also predict the frequency and severity 
of insured losses with some reliability to best manage financial risk.® In 
some cases, these losses may be fairly predictable. For example, the 
incidence of most automobile insurance claims is predictable, and losses 
generally do not occur to large numbers of policyholders at the same time. 
However, some infrequent weather-related events — hurricanes, for 
example — are so severe that they pose unique challenges for insurers and 
reinsurers. Commonly referred to as catastrophic or extreme events, the 
unpredictability and sheer size of these events — ^both in terms of 
geogr^hy and number of insured parties affected — have the potential to 
overwhelm insurers’ and reinsurers’ capacity to pay claims. Catastrophic 
events may affect many households, businesses, and public infrastructure 
across large areas, resulting in substantial losses that deplete insurers’ and 
reinsurers’ capital 

Given the higher levels of capital that reinsurers must hold to address 
catastrophic events, reinsurers generally charge higher premiums and 
restrict coverage for such events. Further, in the wake of catastrophic 
events, reinsurers and insurers may sharply increase premiums to rebuild 
capital reserves and may significantly restrict insurance and reinsurance 
coverage to limit exposure to similar events in the future. 


^Federal insurance programs are not designed to earn financial profits, 

®To insure a risk, private insurers must be able to both estimate an event’s occurrence and 
its associated damages and be able to set premiums sufficient to cover their risk and earn a 
profit In some cases, insurers may be prevented from charging sufficient premiums due to 
state regulatory actions. 
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Under certain circumstances, the private sector may determine that a risk 
is uninsurable. For example, while homeowner insurance policies typically 
cover damage and losses from fire and other perils, they usually do not 
cover flood damage because private insurance companies are largely 
unwilling to bear the financial risks associated with its potentially 
catastrophic impact. In other instances, the private sector may be willing 
to insure a risk, but at rates that are not affordable to many property 
owners. Without insurance, affected property owners must rely on their 
own resources or seek out disaster assistance from local, state, and 
federal sources. 

In situations where the private sector will not insure a particular type of 
risk, the pubUc sector may create markets to ensure the availability of 
insurance. For example, several states have established Fair Access to 
Insurance Requirements (FAIR) plans, which pool resources from insurers 
doing business in the state to make property insurance available to 
property owners who cannot obtain coverage in the private insurance 
market, or cannot do so at an affordable rate. In addition, six southern 
states have established windstorm insurance pools that pool resources 
from private insurers to make insurance available to property owners who 
cannot obtain it in the private insurance market. 

Similarly, at the federal level, the Congress established the NFIP and the 
FCIC to provide coverage where voluntary markets do not exist.® The 
Congress established the NFIP in 1968, partly to provide an alternative to 
disaster assistance for flood damage. Participating communities are 
required to adopt and enforce floodplain management regulations, thereby 
reducing the risks of flooding and the costs of repairing flood damage. 
FEMA, within the Department of Homeland Security, is responsible for, 
among other things, oversight and management of the NFIP. Under the 
program, the federal government assumes the liability for covered losses 
and sets rates and coverage limitations. 

The Congress established the FCIC in 1938 to temper the economic impact 
of the Great Depression and the weather effects of the dust bowl. In 1980, 
the Congress ei^anded the program to provide an alternative to disaster 
assistance for farmers that suffer financial losses when crops are damaged 
by droughts, floods, or other natural disasters. Farmers’ participation is 


®See appendixes II and HI for additional information on how these programs operate, how 
they assess risk, and how they are fiinded. 
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voluntary, but the federal government encourages it by subsidizing their 
insurance premiuins. USDA’s RMA is responsible for administering the 
crop insurance program, including issuing new insurance products and 
expanding existing insurance products to new geographic regions. RMA 
administers the program in partnership with private insurance companies, 
which share a percentage of the risk of loss or the opportunity for gain 
associated with each insurance policy written. 


Climate Change May 
Increase Losses by 
Altering the 
Frequency or Severity 
of Weather-Related 
Events 


Global temperatures have increased in the last 100 years and are projected 
to continue to rise over the next century. Using observational data and 
computer modeling, climatologists and other scientists are assessing the 
likely effects of temperature rise associated with climate change on 
precipitation patterns and on the frequency and severity of weather- 
related events. The key scientific assessments we reviewed generally 
found that warmer temperatures are expected to alter the frequency or 
severity of damaging weather-related events, such as flooding or drought, 
although the timing, magnitude, and duration of these changes are as yet 
undetermined. Additional research on the effect of increasing temperature 
on weather events is expected in the near future. Nevertheless, research 
suggests that the potential effects of climate change on damaging weather- 
related events could be significant. 


Warming Temperatures 
Are Expected to Alter the 
Frequency and Severity of 
Damaging Extreme 
Weather-Related Events 


We reviewed the reports released by IPCC, NAS, and the federal Climate 
Change Science Program (CCSP) that are shown in figure I.’ These leading 
scientific bodies report that the Earth wanned during the twentieth 
century — 0.74 degrees Celsius from 1906 to 2005 according to a recent 
IPCC report — and is projected to continue to warm for the foreseeable 
future.® IPCC, NAS, CCSP, and other scientific bodies report that this 
increase in temperature cannot be explained by natural variation alone. 
IPCC’s 2001 assessment of the impact of increasing temperatures on 
extreme weather events found that it was likely the frequency and severity 


^Appendix I contains additional information on the specific a^essments we reviewed. 
CCSP is a multiagency effort to coordinate federal climate change science that is 
responsible for preparing a series of 21 climate science synthesis and assessment products 
(SAP) for the United States by 2008. 

®This estimate comes from a recently released summary of a key component of IPCC’s 
Fourth Assessment Report of the state of climate science, which reported an updated 100- 
year linear trend (1906-2005) of 0.74 degrees Celsius — larger than the corresponding 0.6 
degrees Celsius reported in the 2001 Third Assessment Report. 
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of several types of events will increase as greenhouse gas emissions 
continue.® 

Figure 1 : Time Line of Key Scientific Assessments 
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Average Global Temperatures The earth’s climate system is driven by energy from the sun and is 
Have Increased and Are maintained by complex interactions between the atmosphere, the oceans, 

Expected to Continue to Rise ^nd the reflectivity of the earth’s surface, among other factors. Upon 

reaching the earth, the sun's energy is either reflected back into space, or 
is absorbed by the earth and is subsequently reemitted. However, certain 
gases in the earth’s atmosphere — such as carbon dioxide and methane — 
act like the glass in a greenhouse to trap some of the sun's energy and 
prevent it from returning to space. While these gases play an important 
part in maintaining life on earth, their accumulation in the atmosphere can 
significantly increase global temperatures. 

The earth warmed by roughly 0.74 degrees Celsius over the past 100 years, 
and is projected to continue warming for the foreseeable future. While 
temperatures have varied throughout history, triggered by natural factors 
such as volcanic eruptions or changes in the earth’s orbit, the key 
scientific assessments we reviewed have generally concluded that the 
observed increase in temperature in the past 100 years cannot be 
explained by natural variability alone. In recent years, major scientific 


‘'For the purposes of this report, extreme weather-related events are those with a low 
frequency of occurrence, but that cause severe damage, such as hurricanes, drought, 
winter storms, tornadoes, wildfires, and floods, among others. 
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bodies such as the IPCC, NAS, and the Royal Academy (the United 
Kingdom’s national academy of science) have concluded that hiunan 
activities, including the combustion of fossil fuels, industrial and 
agriculture processes, landfills, and some land use changes, are 
significant^ increasing the concentrations of greenhouse gases and, in 
turn, global temperatures. 

Although climate models produce varying estimates of the extent of future 
changes in temperature, NAS and other scientific organizations have 
concluded that available evidence points toward continued global 
temperature rise. Assuming continued growth in atmospheric 
concentration of greenhouse gases, the latest assessment of computer 
climate models projects that average global temperatures will warm by an 
additional 1.8 to 4.0 degrees Celsius during the next century.‘“ 

Some scientists have questioned the significance of the earth’s present 
temperature rise relative to past fluctuations. To address this issue, the 
NAS recently assessed the scientific community's efforts to reconstruct 
temperatures of the past 2,(K)0 years and place the earth’s current warming 
in an historical context.” Based on its review, the NAS concluded with a 
high level of confidence that global mean surface temperature was warmer 
during the last few decades of the twentieth century than during any 
comparable period during the preceding 400 years. Moreover, NAS cited 
evidence that temperatures at many, but not all, individual locations were 
higher during the past 25 years than any period of comparable length over 
the past 1,100 years. 


"’iPCC narrowed its range of projected warming in its recently released summary from the 
corresponding range of 1.4 to 6.8 degrees Celsius reported in the 2001 Third Assessment 
Report. Although these two sets of projections are broadly consistent, they are not directly 
comparable. IPCC notes in the summary that the new range is more advanced in that it 
provides best estimates and an assessed likelihood range. It also relies on a larger number 
of climate models of increasing complexity and realism, as well as new information 
regarding the nature of feedbacks from the carbon cycle and constraints on dimate 
response from observations. 

"National Research Council, Surface Temperature Reconstructions for the Last 2,000 
Years (Washington, D.C.: 2006). 
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IPCC Expects Continued Determiiung the precise nature and extent of the relationship between 

Warming to Alter Frequency average global temperatures and weather-related events is an exceedingly 
and Severity of Damaging challenging task. Several key assessments of the state of this science have 

Extreme Weather-Related addressed the large body of work on this topic. Using observational data 

Events and computer models, scientists are examining the effects of rising 

temperatures on precipitation patterns and the frequency and severity of 
extreme weather-related events. The complexity of weather systems, 
together with the limited statistical precision of projections of the extent 
of future temperature change, often produces different model results, and 
the results themselves represent a range of potential future conditions. 

Nonetheless, a key assessment of climate model projections indicates that 
an increase is likely in the frequency or severity of damaging extreme 
weather-related events. In 2001, the IPCC, a leading scientific authority on 
climate science, released its Third Assessment Report, which assessed the 
state of knowledge of, among other things, the potential for global changes 
in extreme weather-related events. The IPCC described the relationship 
between temperatures, precipitation, and weather-related events. 
Increased global mean surface temperatures are linked to global-scale 
oceanogr^hic, meteorological, and biological changes. For example, as 
the earth warms, more water evaporates from oceans or lakes, eventually 
falling as rain or snow. IPCC reported that permafrost is thawing, and the 
extent of sea ice, snow cover, and mountain glaciers are generally 
shrinking. The IPCC also noted that global sea level rose between 0.1 and 
0.2 meters during the twentieth century through thermal expartsion of 
seawater and widespread loss of land Ice, and that this sea level rise could 
increase the magnitude of hurricane storm surge in some areas. Warming 
is expected to change rainfall patterns, partly because wanner air holds 
more moisture. 

Based on model projections and expert judgment,'* the IPCC reported that 
future increases in the earth’s temperature are likely to increase the 
frequency and severity of many damaging extreme weather-related events 
(summarized in table 1). For instance, IPCC reported that increased 
drought is likely across many regions of the globe, including the U.S. Great 


'^likelihoods for projected changes are defined by the following con(fitions set by the 
IPCC; “very likely” indicates that a number of models have been analyzed for such a 
change, all those analyzed show it in most regions, and it is physically plausible; and 
"likely” indicates that theoretical studies and those models an^yzed show such a change, 
but only a few models are configured in such a way as to reasonably represent such 
changes. 
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Plains. Also, IPCC concluded that the intensity of precipitation events is 
very likely to increase across almost all regions of the globe and that heavy 
precipitation events are expected to become more frequent. Compared 
with projected temperature increases, changes in the frequency and 
severity of extreme events can occur relatively rapidly, according to the 
IPCC. 


Table 1: Selected IPCC EBtimates of Confidence in Projected Changes in Weather- 
Related Events 

Weather-related event 

Confidence in projected 
future changes 

Higher maximum temperatures and more hot days over 
nearly ali land areas 

Very likely 

Higher minimum temperatures and fewer cold and frost days 
over nearly ail (and areas 

Very likely 

More intense precipitation events 

Very likely 

Increased summer drying and associated risks of drought 

Likely* 

Increase in hurricane peak wind intensities 

Likely'’ 

Increase in hurricane average and peak precipitation 
intensities 

Likely 


Soure*: IPCC, CSmalg Change 2001: The Scienli6c Basis, Z001. 

‘Projections for most midlatitude continental interiors. IPCC found a lack of consistent projections in 
other regions. 


“IPCC reported that changes in the regional distribution of hurricanes are possible but have not been 
established. 

Much research has been done since the IPCC’s Third AssessTnent Report, 
but there has not been a similarly rigorous assessment of what Is known 
with regard to temperature increase, precipitation, and weather-related 
events for the United States.'^ However, significant assessments will be 
completed in the near future. In particular, the IPCC is expected to release 
its Fourth Assessment Report throughout 2007. 


‘■^The most recent national assessment for the United States, entitled Climate Change 
Impacts on the United Slates, was forwarded by a federal advisory committee to the 
Congress and the President in 2000 as required by the Global Change Research Act of 1990, 
We reported in 2005 that the subsequent assessment was not submitted in November 2004 
as required by the act. Instead, according to the Department of Commerce, CCSP has 
committed to issuing 21 shorter r^orts by 2008. See GAO, Climate Change Assessment: 
Administration Did Not Meet Reporting Deadline, GAO-05-338R (Washington, D.C.: 

Apr. 14, 2005). 
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While we were completing our review, the IPCC released a summary of the 
first of three components of its Fourth Assessment Report, which builds 
upon past IPCC assessments and incorporates new findings from the 
physical science research since the Third Assessment Report. The 
summary reports higher confidence in projected patterns of warming and 
other regional-scale features, including changes in wind patterns, 
precipitation, and some aspects of extreme events. In particular, the 
summary reports that it is very likely that hot extremes, heat waves, and 
heavy precipitation events will continue to become more frequent. 
Moreover, based on a range of models, IPCC’s summary states that it is 
likely that future tropical cyclones (typhoons and hurricanes) will become 
more intense, with larger peak wind speeds and more heavy precipitation 
associated with ongoing increases in tropical sea surface temperatures. 
IPCC reports less confidence in projections of a global decrease in the 
number of tropical cyclones, and that the apparent increase in the 
proportion of very intense storms since 1970 in some regions is much 
larger than simulated by current models for that period. The fuU first 
component report was not publicly released prior to the issuance of our 
report and is expected some time after May 2007. 

The other two components of the Fourth Assessment Report will cover 
impacts, adaptation, and vulnerability, and mitigation, These reports are 
expected to assess, among other things, key vxilnerabilities and risks from 
climate change, including changes in extreme events. Additionally, the 
IPCC has committed to producing a coping report that is intended to 
synthesize and integrate material contained in the forthcoming reports, as 
well as other IPCC products. 

In addition to the IPCC’s work, CCSP is assessing potential changes in the 
frequency or intensity of weather-related events specific to North America 
in a report scheduled for release in 2008. According to a National Oceanic 
and Atmospheric Admin^tration (NOAA) official and agency documents, 
the report wiU focus on weather extremes that have a significant societal 
impact, such as extreme cold or heat spells, tropical and extra-tropical 
storms, and droughts. Importantly, officials have said the report will 
provide an assessment of the observed changes in weather and climate 
extremes, as well as future projections. 
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More Frequent or More 
Severe Extreme Weather- 
Related Events Could 
Significantly Increase 
Insured Losses 


Extreme weather-related events impact communities and economic 
activity by damaging homes and vehicles (e.g., see fig. 2), interrupting 
electrical service and business operations, or destroying crops. IPCC 
reported that the insurance industiy— especially the property and casualty 
segment — are sensitive to the effects of weather-related events. This was 
highlighted in the Department of Commerce’s comments on a draft of this 
report, which observed that altering either the frequency or severity of 
high impact extreme weather-related events could result in a significant 
increase in the risk posed to an insurer. For example, the agency said that 
what had been considered a 500-year event (i.e., its probability of 
occurring in a given year is 1 in 500) could shift under climate change to 
become a 100-year event (i.e., its probability of occurring in a given year is 
1 m 100). Consequently, more frequent or more severe events have a 
greater potential for damage and, in turn, insured losses. As an official 
from Aon Re Australia, a large global reinsurer, reported, “The most 
obvious impact of climate change on the insurance sector will be the 
increase in insured property losses from extreme weather events. 


'^Andrew DIugolecki, The Changing Hisk Landscape: Implications for Insurance Risk 
Management (1999)http://www.aon.com.aii/pdt/reinsurance/Aon_(’limate_Chaiige.[)df 
(downloaded Jan. 8, 2007). 
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Source: PEMA. 


Note; According to FEMA, the depth o> the floodwaters underscores the extent of the damage caused 
by the 1dd3 Midwest flood. A total of 534 counties in nine states were declared for federal disaster 
aid. 


Notably, the economic damages associated with some extreme weather- 
related events could increase at a greater rate in comparison with changes 
in the events themselves. Seemingly small changes in the characteristics of 
certain weather-related events can lead to substantial increases in damage. 
For example, recent work on hurricanes by researchers at the University 
of Colorado, the National Weather Service, and other institutions 
examined losses associated with hurricanes that made landfall in the 
United States since 1900.'^ Holding constant the increased population and 
development in coastal counties during this period, the study compai'ed 
the economic damage of stronger stomis with weaker storms, based on 


’'’See Roger Pielke. Jr, ^ al., Normalized Hurricane Damages in the United Stales: 1900- 
2005 (2007), accessed via. 

filtp://scieneepoUc.v.colorAdo.e<iH/pubiic;if.U)ris/s[)crial/n(>i-runiizcd.,hmT.U'aiUi..(lamag('S-h!in! 
{downloaded Jan. 8, 2007). 
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the Saffir-Simpson Hurricane Scale.*® The researchers found that stronger 
storms have caused many times more economic damages than weaker 
storms, as shown in figure 3. These findings are consistent with other 
independent analyses conducted by insurers and catastrophe modelers. 


Figure 3: Economic Damages by Hurricane Category for U.S. Hurricanes Making 
Landfall, 1900<200S 


Economic damage in relation to Category One hurricane 
150 


133.1 



Safflr>Simpaon Hurricane Scaia 
Sourea: GAO adeplion o( P>elk« ei al. data. 

Note: Value of each bar compares the median economic damage associated with hurricanes of that 
Saffir-Simpson category with the median economic damage of Category Ona storms. Of the 1S6 
hurricanes reviewed, only three were Category Five. 


Moreover, public reports from several of the world’s largest reinsurance 
companies and brokers underscore the potential for substantially 
increased losses. These reports note that, in addition to greater losses in 


‘®The Saffir-Simpson hurricane intensity category system was developed in the 1970s to 
calculate the destructive force of hurricanes. Tlie scale ranges from Category One to 
Category Five, with Category Five being the most severe. For example, Category Three 
hurricanes have winds of 111 to 130 mph, whereas Category Five hurricanes have winds 
greater than 155 mph. 
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absolute terms, the potential for greater variability in weather-related 
events could significantly enhance the volatility of losses. 


Insured Weather- 
Eelated Losses Have 
Been Sizeable, and 
Federal Insurers’ 
Exposure Has Grown 
Significantly 


Taken together, insureis paid more than $320 billion in claims for weather- 
related losses between 1980 and 2006.‘^ Claims varied significantly from 
year to year — ^largely due to the effects of catastrophic weather events 
such as hurricanes and droughts — but generally increased during this 
period. The growth in population in hazard-prone areas, and consequent 
real estate development and increasing real estate values, have generally 
increased insurers’ exposure to weather-related events and help to explain 
their increased losses. Due to these and other factors, the federal 
insurance programs' liabilities have grown significantly, leaving the federal 
government increasingly vulnerable to the financial impacts of extreme 
events. 


Claims Paid on Weather- 
Related Losses Totaled 
More Than $320 BiUion 
between 1980 and 2005 


Based on an examination of loss data from several different sources, 
insurers incurred more than S320 billion in weather-related losses from 
1980 through 2005 (see fig. 4). Weather-related losses accounted for 88 
percent of all property l(»ses paid by insurers during this period. All other 
property losses, including those associated with earthquakes and terrorist 
events, accounted for the remainder. Weather-related losses varied 
significantly from year to year, ranging from just over $2 billion in 1987 to 
more than $75 bUlion in 2005. 


‘^Data throughout this section are presented in constant 2005 dollars to allow for a 
comparison of the dollar value of losses over time and are not otherwise aj^usted. See 
appendix I for more information on data used in this report. 
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Privately-Insured Losses Of the $321.2 billion in weather-related loss payments we reviewed, private 

insurers paid $243.5 billion — over three-quarters of the total.'® Figui e 5 
depicts the breakdown of these payments among key weather-related 
events. Of the $243.5 billion paid by private insurers, hurricanes accounted 
for $124.6 billion, or slightly more than half. Wind, tornados, and hail 
associated with severe thunderstorms accounted for $77 billion, or nearly 
one-third of the private total. Winter storms were associated with $25.1 
billion, or about 10 percent. 


Figure 5: Weather-Related Losses Paid by Private Insurers 


DoSiars In billionB 



19BQ 19B1 1982 1963 1964 1965 198$ 1987 1968 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 
Year 


I I Olber 

I I Severe Ihunderslorms 

Winler storms 
Hurricanes 

Source: GAO analysis ol PCS dala 


’^Property Claim Services (PCS), an authority on insured property losses, maintains a 
database of estimated losses determined to be “catastrophes” — that is, loss events larger 
than S25 million that affect a significant number of policyholders. PCS estimates include 
losses imder personal and commercial property insurance policies and typically include 
payments made on behalf of state-administered risk pools. PCS dala are described in 
greater detail in appendix I. 
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Federally-Insured Losses The two major federal insurance programs — NFIP and FCIC — paid the 

remaining $77.7 billion of the $321.2 billion in weather-related loss 
payments we reviewed.*® Although the performance of both NFIP and 
FCIC is sensitive to weather, the two programs insure fundamentally 
different risks and operate in very different ways, 

NFIP provides insurance for flood damage to homeowners and 
commercial property owners in more than 20,000 communities. 
Homeowners with mortgages from federally regulated lenders on property 
in communities identified as being in high flood risk areas ^e required to 
purchase flood insurance on their dwellings. Optional, lower cost flood 
insurance is also available under the NFIP for properties in areas of lower 
flood risk. NFIP offers coverage for both the property and its contents, 
which may be purchased separately. 

NFIP claims totaled about $34.1 billion, or about 11 percent of all weather- 
related insurance claims during this period. As shown in figure 6, NFIP 
covers only one cause of loss — flooding. Claims averaged about $1.3 
billion per year, but ranged from $75.7 million in 1988 to $16.7 billion in 
2005. 


Appendixes D and HI provide additional information about the structure and operation of 
FCIC and NFIP. Importantly, totals only reflect what was paid during this time — some 
losses incurred hi 2005 may be omitted from this data set. 
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Figure 6: Weather-Reiated Losses Paid by NF!P 

Dollar In biliions 
17 




.□oOUDL, 


o 


o 


0 


D 


a 


D 


I 1961 1982 1983 19S4 196S 


i 1967 1968 1969 1990 1991 1992 1993 1994 ^9K 1996 1997 1998 1999 2000 2001 2002 2003 2004 200S 


SourM: QAO «Asyl»is «f NFIP dl 


FCIC insures commodities on a crop-by-crop and county-by-county basis 
based on farmer demand for coverage and the ievei of risk associated with 
the crop in a given region. Over 100 crops are covered by the program. 
Major crops, such as grains, are covered in almost every county where 
they are grown, and specialty crops, such as fruit, are covered only in 
some areas. Participating farmers can purchase different types of crop 
insurance, including yield and revenue insurance, and at different levels. 
For yield insurance, participating farmers select the percentage of yield of 
a covered crop to be insured and the percentage of the commodity price 
received as payment if the producer’s losses exceed the selected 
threshold. Revenue insurance pays if actual revenue falls short of an 
assigned t 2 irget level regardless of whether the shortfall was due to low 
yield or low commodity market prices. 
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Since 1980, FCIC claims totaled $43.6 billion, or about 14 percent of all 
weather-related claims during this period. FCIC losses averaged about $1.7 
billion per year, ranging from $531.8 million in 1987 to $4.2 billion in 2002. 
Figure 7 shows the three causes of loss — drought, excess moisture, and 
hail — that accoimted for more than three-quarters of crop insurance 
claims. In particular, drought accounted for $18.6 billion in losses, or more 
than 40 percent of all insured crop losses. Excess moisture totaled $11.2 
billion, followed by hail with total claims of $4.2 billion. The remaining 
$9.6 billion in claims was spread among 27 different causes of loss, 
including frost and tornados. 
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Insured Losses Understate Importantly, the insured loss totals used in our analysis do not account for 

Total Economic Damage ^ll economic damage associated with weather-related events. “ 

Specifically, data are not available for several categories of economic 
losses, including uninsured, underinsured, and self-insured losses. As we 
reported in 2005, FEMA estimates that one-half to two-thirds of structures 
in floodplains do not have flood insurance because the uninsured owners 
either are unaware that homeowners insurance does not cover flood 
damage, or they do not perceive a serious flood risk.'^' Furthermore, 
industry analysts estimate that 58 percent of homeowners in the United 
States are imderinsured — that is, they carry a policy below the 
replacement value of their property — by an average of 21 percent.^ 

Finally, some individuals and businesses have the means to “self-insure” 
their assets by assuming the full risk of any damage. 

Various public and private disaster rehef organizations provide assistance 
to communities and individuals who suffer noninsured economic losses, 
although it was beyond the scope of this report to collect data on these 
losses. In particular, since 1989, $78.6 billion in federal disaster assistance 
funds have been obligated through the Disaster Relief Fund administered 
by FEMA, the largest — but not only — conduit for federal disaster 
assistance money provided in the wake of presidentially declared disasters 
and emergencies. 

Overall, according to data obtained from Munich Re, one of the world’s 
largest reinsurers, the type of insured losses we reviewed account for no 
more than about 40 percent of the total losses attributable to weather- 
related events.® NOAA’s National Hurricane Center (NHC) uses a similar 
proportion to produce the agency’s estimates of total economic damage 


“Weather-related damages are also responsible for many indirect and non-market impacts 
that are not entirely accounted for, if at all, in economic terms, such as environmental 
damage. See NAS, The Impacts of Natural Disasters: A Framework for Loss Estimation 
(Washington, D.C.; 1999), 55-64. 

**GAO, Catastrophe Risk U.S. and European Approaches to Insure Natural Catastrophe 
and Terrorism Risks, GAO-05-199 (Washington, D.C.: Feb. 28, 2005), 61. 

“Estimate was produced by Marshall & S>vift/Boeckh, a leading supplier of local building 
cost information, residential and commercial property valuation services for the property 
and casual^ insurance sector in the United States. GAO did not independently evaluate the 
reliability of this estimate. 

“Munich Re, Topics 2000: Natural Catastrophes — the CuiTent Position. Geoscience 
Research Group (Munich, Germany: 1^9). 
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attributable to hurricanes.** Although we did not independently evaluate 
the reliability of these estimates, subject area experts we spoke with 
confirmed that it was the best such estimate available and is widely used 
as an approximation of the relative distribution of losses. 

The difficulties we and others faced in accounting for weather-related 
losses were the subject of the National Academies’ The Impacts of 
Natural Disasters: A Framework for Loss Estimation.^ Reporting how 
best to account for the costs of natural disasters, including weather- 
related events, NAS found that there was no system in place in either the 
public or the private sectors to consistently capture information about the 
economic impact Specifically, the NAS report found no widely accepted 
framework, formula, or method for estimating these losses. Moreover, 

NAS found no comprehensive clearinghouse for the disaster loss 
information that is currently collected. To that end, NAS recommended 
that the Office of Management and Budget, in consultation with FEMA and 
other federal agencies, develop annual, comprehensive estimates of the 
payouts for disaster losses made by federal agencies. Reviewing the status 
of this recommendation was beyond the scope of this report. Nevertheless, 
our experience with trying to obtain comprehensive information on 
disaster costs and losses underscores the NAS findings. 


Catastrophic Weather- 
Related Events Help 
Explain the Significant 
Year-to-Year Variance in 
Losses 


The largest insured losses in the data we reviewed were associated with 
catastrophic weather events. These events have a low probability of 
occurrence, but their consequences are severe. Notably, both crop 
insurers and other property insurers face the catastrophic risks posed by 
extreme events, although the nature of the events for each is very 
different. In the case of crop insurance, drought accounted for more than 
40 percent of all insured losses from 1980 to 2005, and the years with the 
largest losses were associated with drought. Taken together, though, 
hurricanes were the most damaging event experienced by insurers in the 
data we reviewed. Although the United States experienced an average of 
only two hurricanes per year from 1980 through 2005, weather-related 
claims attributable to hurricanes totaled more than 45 percent of all 
weather-related insured losses — more than $146 billion. Moreover, these 
losses appear to be increasing. 


^NHC estimates total losses by extrapolating from insured losses by assuming they 
account for approximately 50 percent of total losses. 

“NAS (1999), 1. 
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In the data we reviewed, the years with the largest insured losses were 
generally associated with major hurricanes, defined as Category Three, 
Four, or Rve on the Saffir-Simpson Hurricane Scale. Table 2 shows that, 
while 29 Category One and Two storms account for nearly $18 billion in 
losses, the 21 major storms account for over $126 billion in losses. In fact, 
claims associated with m^'or hurricanes comprised 40 percent of all 
weather-related insured losses since 1980. 


Tabid 2: Insured Losses Associated with Hurricanes 

Dollars in thousands 


Categories One, 
Two 

Categories Three, 
Four, Five 

Total 

igsos 

$807,422 (11) 

$9,905,042 (6) 

$10,712,464 (17) 

1990s 

9,038,801 (11) 

29,099,303 (8) 

38,138,104 (19) 

2000s 

8,071,619(7) 

89,210,093 (7) 

97,281,712(14) 

Totai 

$17,917,842 (29) 

$128,214,438 (21) 

$146,132,280 (SO) 


Sourcas: QAO enatyais of PCS and NRP date; NOAA (huiricane intansily classIficatiDn). 

Note; Totals do not indude crop fosses associated with hurricanes. Number of hurricanes associated 
with losses is Included in parentheses. Hurricane classification was based on peak Intensity at 
landfall. 

Importantly, hurricane severity is only one factor in determining the size of 
a particular loss — the location affected by the hurricane is also important. 
Generally, the more densely populated an area, the greater the extent of 
economic activity and accumulated value of the building stock. For 
instance, several studies have reviewed the economic impact of Hurricane 
Andrew, which tracked over Florida in 1992, in light of the dramatic real 
estate development Chat has occurred in the meantime. Researchers have 
normalized losses associated with the storm to account for societal 
changes by holding constant the value of building materials, real estate, 
and other factors so that the storm’s impact could be adjusted to reflect 
contemporary conditions.® Hurricane Andrew, which resulted in roughly 
$26 billion in total economic losses m 1992, would have resulted in more 
than twice that amount — $55 billion — were it to have occurred in 2005, 
given current asset values. 


®A normalization provides an estimate of the damage that would occur if storms from the 
past affected the same location under the societal conditions of another year. 
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Several recent studies have commented on the apparent increases in 
hurricane losses during this time period, and weather-related disaster 
losses generally, with markedly different interpretations. Some argue that 
loss trends are largely explained by changes in societal and economic 
factors, such as population density, cost of building materials, and the 
structure of insurance policies.^ Others argue that increases in losses have 
been driven by changes in climate.® 

To address this issue, Munich Re and the University of Colorado’s Center 
for Science and Technology Policy Research jointly convened a workshop 
in Germany in May 2006 to assess factors leading to increasing weather- 
related loss trends.® The workshop brought together a diverse group of 
international experts in the fields of climatology and disaster research. 
Among other things, the workshop sought to determine whether the costs 
of weather-related events were increasing and what factors account for 
increasing costs in recent decades. 

Workshop participants reached consensus on several points, including 
that analyses of long-term records of disaster losses indicate that societal 
change and economic development are the principal factors explaining 
observed increases in weather-related losses.® However, participants also 
agreed that changing patterns of extreme events are drivers for recent 
increases in losses and that additional increases in losses are likely given 
IPCC’s projected increase in the frequency or severity of weather-related 
events. 


^See, for example, Roger A. Pielke, Jr., "Disasters, Death, and Destruction: Making Sense 
of Recent Calamities, " Oceanography, vol. 19, no. 2 (2006); Stanley A. Changnon et al., 
“Human Factors Explain the Increased Losses from Weather and Climate Extremes,” 
Bulletin of the American Meteorological Society, vol. 81, no. 3 (2000); and Roger A. Pielke, 
Jr., and Christopher W. Landsea, "Normalized Hurricane Damages in the United States: 
192S-96,” Weather and Forecasting, vol, 13 (1998). 

^*See, for example, Evan Mills, Richard J, Roth, Jr., and Eugene Lecomte, Availability and 
Affordability of Insurance Under Climate Change: A Growing Challenge for the U.S. 
(Boston, Mass.: December 2005); Paul Epstein and Evan Mills, eds,, Climate Change 
Futures: Health, Ecological, arid Economic IHmensions (Boston, Mass.: November 2005); 
and Cynthia Boseraweig et al., “Increased Crop Damage in the U.S. from Excess 
Precipitation Under Climate Change," Global Environmental Change, vol. 12 (2002). 

®Peter Hbppe and Roger Pielke, Jr., eds., Report of the Workshop on Climale Change and 
Disaster Losses: Understanding and Attributing Trends and Injections, Hohenkammer, 
Germany, May 25-26, 2006 (Munich, Germany: October 2006). 

®Conser\sus statements agreed to at the workshop are listed in their entirety in appendix 
IV. 
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Value at Risk in Federal 
Insurers’ Portfolios 
Increased Significantly 
between 1980 and 2005 


The growth in population in hazard-prone areas, and consequent real 
estate development and increasing real estate values, are leaving the 
nation increasingly exposed to higher insured losses. The close 
relationship between the value of the resource exposed to weather-related 
losses and the amount of damage incurred may have ominous implications 
for a nation e:q)eriencing rapid growth in some of its most disaster-prone 
areas. We reported in 2002 that the insurance industry faces potentially 
significant financial exposure due to natural catastrophes.®' Heavily 
populated areas along the Northeast, Southeast, and Texas coasts have 
among the highest value of insured properties in the United States and 
face the highest likelihood of m^or hurricanes. According to insurance 
industry estimates, a laige hurricane in Miami could cause up to $110 
billion in insured losses with total losses as high as $225 billion. Several 
states — including Florida, California, and Texas — have established 
programs to help ensure that coverage is available in areas particularly 
prone to these events.® 

AIR Worldwide, a leading catastrophe modeling firm, recently reported 
that insured losses should be expected to double roughly every 10 years 
because of increases in construction costs, increases in the number of 
structures, and changes in their characteristics. AIR’s resesu’ch estimates 
that, because of exposure growth, probable maximum catastrophe loss 
grew in constant doUais from $60 billion in 1995 to $110 billion in 2005, 
and it will Likely grow to over $200 billion during the next 10 years. 

Data obtained from both the NFIP and FCIC programs indicate the federal 
government has grown markedly more exposed to weather-related losses 
regardless of the cause. For example, NFIP data show that the number of 
policyholders and the value of the properties insured have both increased 
since 1980. Figure 8 show^ the growth of NFIP’s exposure in terms of both 
number of policies and the total coverage. The number of policies has 
more than doubled in this time period, from 1.9 million policies to more 
than 4.6 million. Moreover, although NFIP limits coverage to $250,000 for a 
personal structure and $100,000 for its contents, and $500,000 of coverage 


®‘GA0, Catastrophe Insurance Risks: The Role of Risk-Linked Securities and Factors 
Affecting Their Use, GAO-02-9‘11 (Washington, D.C.; Sept. 24, 2002), 3. 

®Past GAO work provided information on the Florida Hurricane Catastrophe Fund, 
Califonua Earthquake Authority, and the Texas Windstorm Insurance Association. See 
GAO-02-941 and GAO, Catastrophe Insurance Risks: Status of Efforts to Securitize 
Natural Catastrophe and Terrorism Risk, GAO-03-ICKJ3 (Washington, D.C.; Sept. 24, 2003). 
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for a business structure and $500,000 on its contents, more policyholders’ 
homes are ^preaching (or exceeding) Uiese coverage limits. Accordingly, 
the total value covered by the program increased fourfold in constant 
dollars during this time from about $207 billion to $875 billion in 2005. 


Figure 8; NFiP Policies and Total Coverage 


Thousands of policies Dollars in billions 

5.000 



Total covsrags 
Poiicias 

S«jrc«: QAO analysis o( NFIP Oats. 


Similarly, RMA data show that FCIC has effectively increased its exposure 
base 26-fold during this period (in constant dollars). In particular, the 
program has significantly expanded the scope of crops covered and 
increased participation. Figure 9 shows the growth in FCIC exposure since 
1980.® 


“Tq maintain comparability with other data, GAO did not adjust these data for changes in 
agricultural prices. 
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Figure 9: FCIC Total Coverage 

Dollars In biitiens 
50 



Year 

Source: GAO analysis of FCIC Asia. 

A senior BMA official told us that the main implication of FCIC’s growth is 
that the magnitude of potential claims, in absolute terms, is much greater 
today than in the past. For example, if the Midwest floo^ of 1993 were to 
occur today, losses would be five times greater than the $2 billion paid in 
1993, according to RMA officials. 


Major Private and 
Public Insurers Differ 
in How They Manage 
Catastrophic Risks 
Associated with 
Climate Change 


Although the relative contribution of event intensity versus societal factors 
in explaining the rising losses associated with weather-related events is 
still under investigation, both major private and federal insurers are 
exposed to increases in the frequency or severity of weather-related events 
associated with climate change. Nonetheless, major private and federal 
insurers are responding to this prospect differently. Many large private 
insurers are incorporating some elements of near-term climate change into 
their risk management practices. Furthermore, some of the world’s largest 
insurers have also taken a long-term strategic 8q)proach toward changes in 
climate. On the other hand, for a variety of reasons, the federal insurance 
programs have done little to develop the kind of information needed to 
understand the programs’ long-term exposure to climate change. We 
acknowledge the different mandate and operating environment in which 
the major federal insmance programs operate but believe that better 
information about the federal government's exposure to potential changes 
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in weather-related risk would help the Congress identify and manage this 
emerging high-risk area; one which may not constitute an immediate crisis 
but which may pose an important longer term threat to the nation’s 
welfare. 


Major Private Insurers 
Prospectively Manage 
Potentieil Increases in 
Catastrophic Risk 
Associated with Climate 
Change 


Extreme weather events pose a unique financial threat to private insurers’ 
financial success because a single event can cause insolvency or a 
precipitous drop in earnings, liquidation of assets to meet cash needs, or a 
downgrade in the market ratings used to evaluate the soundness of 
companies in the industry. To prevent these disruptions, the American 
Academy of Actuaries (AAA) — the professional society that establishes, 
maintains, and enforces standards of qualification, practice, and conduct 
for actuaries in the United States — has outlined a five-step process for 
private insurers to follow to manage their catastrophic risk. These steps 
include the following: 

identifying catastrophic risk appetite by determining the maximum 
potential loss they are willing to accept; 

measuring catastrophic exposure by determining how vulnerable their 
total portfolio is to loss, both in absolute terms and relative to the 
company’s risk management goals; 

pricing for catastrophic exposure by setting rates to collect sufficient 
premiums to cover their expected catastrophic loss and other expenses; 


• controlling catastrophic exposure by reducing their policies in areas 

where they have too much exposure, or transferring risk using reinsurance 
or other mechanisms; and 


• evaluating their abilify to pay claims by determining the sufficiency of 
their financial resources to cover claims in the event of a catastrophe. 

Additionally, insurers monitor their exposure to catastrophic weather- 
related risk using sophisticated computer models called “catastrophe 
models."^ AAA emphasizes the shortcomings of estimating future 
catastrophic risk by extrapolating solely from liistorical losses and 


®^There are three main catastrophe modeling firms: AIR Worldwide, Risk Management 
Solutions, and EQECAT. Although maiq^ of the insurers we interviewed use models from 
these firms, two of the eleven insurers have developed their own catastrophe models. 
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endorses catastrophe models as a more rigorous approach.®*^ Catastrophe 
models incorporate the underlying trends and factors in weather 
phenomena and current demographic, financial, and scientific data to 
estimate losses associated with various weather-related events. According 
to an industry representative, catastrophe models assess a wider range of 
possible events than the historical loss record alone. These models 
simulate losses from thousands of potential catastrophic weather-related 
events that insurers use to better assess and control their exposure and 
inform pricing and capita] management decisions. Figure 10 illustrates the 
difference between estimating future catastrophic losses using historical 
data versus catastrophe models. 


Figure 10; Modeling Potential Catastrophe Losses 


HtBtorleal ktss-baaed mode) 



Catastrophe model 



Sources: Adepisd Iron the Amehcan Academy ot Actuaries and Towers Perrin. 


American Academy of Actuaries, Catastrophe Eoeposures and Insurance Industry 
Catastrophe Management Practices (Washington, D.C.: American Academy of Actuaries, 
June 10, 2001), http://www.actua 1 y. 0 rg/pdf/c:asualty/cata.stropl 1 e ()610()Lpcif (downloaded 
Jan. 3, 2007), 10-12. 
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To detennine what major private insurers are doing to estimate and 
prepare for risks associated with potential changes in climate arising from 
natural or human factors, we contacted 11 of the largest private insurers 
operating in the U.S. property casually insurance market. Representatives 
from each of the 11 m^yor insurers we interviewed told us they use 
catastrophe models that incorporate a near-term higher frequency and 
intensity of hurricanes. Of the 11 private insurers, 6 specifically attributed 
the higher frequency and intensity of hurricanes to the Atlantic 
Multidecadal Oscillation, which — according to NOAA — is a 20- to 40-year 
climatic cycle of fluctuating temperatures in the north Atlantic Ocean. The 
remaining 5 insurers did not elaborate on the elements of climate change 
driving the differences in hurricane characteristics. 

Industry reports indicate that insurance companies' perception of 
increased risk from hurricanes has prompted them to reduce their near- 
term catastrophic exposure, in both reinsurance and primary insurance 
coverage along the Gulf Coast and eastern seaboard. For example, a 
recent industry analysis from a leading insurance broker reported that 
reinsurance covers^e is substantially limited in the southeastern United 
States and that reinsurance prices have more than doubled from 2005 to 
2006, following a record-setting hurricane season." According to the 
Insurance Information Institute, a leading source of information about the 
insurance industry, primary insurance companies have also raised prices 
in coastal states to cover rising reinsurance costs.®^ Additionally, a recent 
report co-authored by a m^or international insurance company cites 
several examples of large primary insurers either limiting coverage or 


*Guy Carpenter, The World Catastrophe Reinsurance Market: Steep Peaks Overshadow 
PlaCeazis (New York, N.Y.: Guy Carpenter, September 2006), 

http;//www.guycarp.com/portal/extraiiet/imights/repoits.htmri’viils30 (downloaded Jan. 3, 
2007). 

®^Insurance Information Institute, Catastrophes: Insurance Issues (New York, N.Y.; 
Insurance Infonnation Institute, November 2006), 

http-V/www.iiiorg/media/liottopics/iasunince/xxx/' (downloaded Jan. 3, 2007). 


Page 32 


GAO-07-2SS Climate Change 




309 


withdrawing from vulnerable areas such as Florida “ the Gulf Coast, and 
Long Island.® 

As private insurers limit their exposure, catastrophic risk is transferred to 
policyholders and the public sector. Insur^ce companies transfer risk to 
policyholders by increasing premiums and deductibles, or by setting lower 
coverage limits for policies. Insurers can also transfer risk to policyholders 
by passing along the mandatory participation costs of state-sponsored 
insurance plans." For example, after the 2004 hurricane season, insurers 
assessed a surcharge of about 7 percent to every policyholder in Florida to 
recoup the cost of insurers’ participation in the state-sponsored wind 
insurance plan. The public sector assumes management of weather-related 
risk at the local, state, and national level by providing disaster relief and 
recovery, developing mitigation projects, appropriating funds and, 
ultimately, providing insurance programs when private insurance markets 
are not sufficient or do not exist. 

In addition to managing their aggregate exposure on a near-term basis, 
some of the world’s largest insurers have also taken a long-term strategic 
approach to changes in catestrophic risk. For example, major insurance 
and reinsurance companies, such as Allianz, Swiss Re, Munich Re, and 
Lloyds of London, have published reports that advocate increased industiy 
awareness of the potential risks of climate change and outline strategies to 
address the issue proactively. Moreover, 6 of the 11 private insurers we 
interviewed provided one or more additional activities they have 
undertaken when asked if their company addresses changes in climate 
through their weather-related risk management processes. These activities 
include monitoring scientific research (4 insurers), simulating the Impact 
of a large loss event on their portfolios (3 insurers), and educating others 


“Allianz Group and World Wildlife Fund, Climale Change and Insurance: An Agenda for 
Action in (he United States (New York, N.Y.; Allianz Group and World Wildlife Fund, 
October 2006), 

http://ww'w.allianz.com/en/allianz_group/.sastais\ability/insight/stu(Ut‘.s_aiui_reports/pagel. 
html?liils=rep()rts (downloaded Jan. 4, 2007). 

®rhe report notes that these decisions were due, in part, to state restrictions on rate 
increases that are designed to maintain insurance prices that are affordable, but may not 
accurately reflect the true potential for loss faced by the insured. 

"Thirty-one states have FAIR plans, and six southern states have state-sponsored wind 
insurance plans that pool resources from insurers to cover the cost of coverage for their 
participants- 
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in the industry about the risks of climate change (3 insurers), among 
others. 

Furthermore, recent research on insurers’ activities to address climate 
change outlines several other actions that private sector companies are 
taking, such as developing specialized policies and new products, 
evaluating risks to company stock investments, and disclosing to 
shareholders information about company-specific risks due to climate 
change.** Additionally, concern over the potential impacts of climate 
change on the availability and affordability of private insurance has led 
state insurance regulators to establish a task force to formally address the 
issue. The report, issued by the NAIC, is expected to be published in the 
summer of 2007. 


Msyor Federsil Insurers 
Have Taken Little Action 
to Prospectively Assess 
Potential Increases in 
Catastrophic Risk 
Associated with Climate 
Change 


The goals of the m^or federal insurance programs are fundamentally 
different from those of private insurers. Specifically, whereas private 
insurers stress the financial success of their business operations, the 
statutes governing the NFIP and FCIC promote affordable coverage and 
broad participation by individuals at risk. Although both programs manage 
risk within their statutory guidelines, unlike the private sector, neither 
program is required to limit its catastrophic risk strictly within the 
programs’ ^ility to pay claims on an annual basis. One important 
implication of the federal insurers’ risk management approach is that they 
each have little reason to develop information on their long-term exposure 
to the potential risk of increased low-frequency, high-severity weather 
events associated with climate change. 


The statutes governing ti\e NFIP and FCIC promote broad participation 
over financial self-sufficiency in two ways: (1) by offering discounted or 
subsidized premiums to encourage participation and (2) by making 
additional funds available during high-loss years.** For example, 
discounted insurance premiums are available under the NFIP for some 
older homes situated within high flood risk areas where insurance would 


**Evan Mills and Eugene Lecomte, Prom Risk to Opportunity: How Insurers Can 
Proactively and Profitably Manage Climate Change (Boston, MA; Ceres, August 2006), 
lUtp://w'W^'.ceres.org/pub/docs/Ceix*s_lH.surance_Ciiniate_%20Keport_08220C.pdf 
(downloaded Jan. 3, 2007), 34. 

**Note that the federal government covers most, but not all, payments in the event of loss 
under the FCIC — insurance providers also share in the risk, as described in detail in 
^pendix lU. 
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Otherwise have been prohibitively expensive. FEMA is also authorized to 
borrow additional federal funds for the NFIP on an as-needed basis, 
subject to statutoiy limits, to cope with catastrophes." One effect has been 
that the NFIP’s exposure has expanded well beyond the ability to pay 
claims in high-loss years. 

Similar to the discounted premiums offered by the NFIP, the FCIC’s 
subsidized premiums are designed to make crop insurance available and 
affordable to as many participants as possible. For example, the FCIC is 
mandated to provide fully subsidized catastrophic coverage for producers 
in exchange for a minimal administrative fee, as well as partial subsidies 
for additional levels of coverage. Also like the NFIP, the FCIC is 
authorized to use addibonal federal funds on an as-needed basis during 
high-loss years — although, unlike the NFIP, the FCIC is not required to 
reimburse those additional funds. 

Unlike the private sector, the NFIP and the FCIC can use additional 
federal funds, and so neither program is required to assess and limit its 
catastrophic risk strictly within its ability to pay claims on an annu^ basis. 
Instead, each program manages its risk to the extent possible, within the 
context of its broader purposes, in accordance with its authorizing 
statutes and implementing regulations.*^ For example, the FCIC uses 
coverage limits, exclusions, and premium rates to meet their statutory goal 
of a long-term loss ratio no greater than 1 .075— including premium 
subsidies.** Although the program has experienced high-loss years that 
required additional federal funds, over time, these high-loss years have 
been offset by low-loss years, which have allowed the program to meet its 
goal and build reserves.** 


*^e Congress increased the NFIP’s borrowing authority from $1.5 billion to 
approximately $20.8 billion in the wake of unprecedented losses associated with the 2005 
hurricane season. 

**A detailed description of each program’s risk management practices can be found in 
appendixes U and UI for the NFff and FCIC, respectively. 

*®Loss ratio, an indicator used to evaluate program performance, is calculated by dividing 
claims paid by total premiums collected. A loss ratio greater than 1.00 indicates that the 
program paid more in claims than was collected in premiums 

*®The PCIC’s average loss ratio from 1995 through 2005 was 0.91. From 1981 through 1994, 
it was 1.47. See appendix III for more information on the FCIC’s performance. 
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By developing a goal to generate sufficient revenue to pay for an average 
loss year, the NFIP has also been able to generate a surplus in low-loss 
years despite borrowing funds in high-loss years. In the past, the program 
has been able to repay borrowed funds with interest to the Department of 
the Treasury, however, it is unlikely FEMA will be able to repay the nearly 
$21 billion borrowed following the 2005 hurricane season based on the 
program’s current premium income. 

Although neither program faces the potential of financial ruin like the 
private sector, both programs have occasionally attempted to estimate 
their aggregate losses from potential catastrophic events. For example, 
FCIC officials stated that they had modeled past events, such as the 1993 
Midwest floods, using current participation levels to inform negotiations 
with private crop insurers over reinsurance terms. NFIP and FCIC officials 
explained that these efforts were informal exercises and were not 
performed on a regular basis. FCIC officials also said they use a hurricane 
model developed by NOAA to inform pricing decisions for some 
commodities such as citrus crops, according to FCIC officials. However, 
unlike the catastrophic risk faced by private insurers, hurricane damages 
have not been a primaiy source of crop insurance claims. 

According to NFIP and FCIC officials, their risk management processes 
adapt to near-term changes in weather as they affect existing data. As one 
NFIP official explained, NFIP is designed to assess and insure against 
current — not future — risks. Over time, agency officials stated, this process 
has allowed their programs to operate as intended. However, unlike the 
private sector, neither program has conducted an analysis to assess the 
potential impacts of an increase in the frequency or severity of weather- 
related events on their program operations over the near- or long-term. 


Information on Feder2il 
Agencies’ Long-term 
Exposure to Catastrophic 
Risk Could Better Inform 
Congressional Decision 
Making 


While comprehensive information on federal insurers’ long-term exposure 
to catastrc^hic risk associated with climate change may not inform the 
NFIP’s or FCIC’s annual operations, it could nonetheless provide valuable 
information for the Congress and other policymakers who need to 
understand and prepare for fiscal challenges that extend well beyond the 
two programs’ near-term operational horizons. We have highlighted the 
need for this kind of strategic information in recent reports that have 
expressed concern about the looming fiscal imbalances facing the nation. 
In one report, for example, we observed that, “Our policy process will be 
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challenged to act with more foresight to take early action on problems that 
may not constitute an urgent crisis but pose important long-term threats to 
the nation’s fiscal, economic, security, and societal future.”^’ The prospect 
of increasing program eiqiosure, coupled with expected increases in 
frequency and severity of weather events associated with climate change, 
would appear to pose such a problem. 

Agency officials identified several challenges fiiat could complicate their 
efforts to assess these impacts at the program level. Both NFIP and FCIC 
officials stated there was insufficient scientific information on projected 
impacts at the regional and local levels to accurately assess their impact 
on the flood and crop insurance programs. However, members of the 
insurance industry have analy 2 ed and identified the potential risks climate 
change poses, despite similar challenges. Moreover, as previously 
discussed, both the IPCC and CCSP are expected to release significant 
assessments of the likely effect of increasing temperatures on weather 
events in coming months. 

The experience of many private insurers, who must proactively respond to 
long-term changes in weather-related risk to remain solvent, suggests the 
kind of information that might be developed to help congressional and 
other policymakers in assessing current and alternative strategies. 
Specifically, to help ensure their future viability, a growing number of 
private insurers are actively incoiporating the potential for climate change 
into their strategic level analyses. In particular, some private insurers have 
run a variety of simulation exercises to determine the potential business 
impact of an increase in the frequency and severity of weather events, For 
example, one insurer simulated the impact of large weather events 
occurring simultaneously. A similar analysis could provide the Congress 
with valuable information about the potential scale of losses facing the 
NFIP and FCIC in coining decades, particularly in light of the programs’ 
expansion since 1980. 


Conclusions Recent assessments by leading scientific bodies provide sufficient cause 

for concern that climate change may have a broad range of long-term 
consequences for the United States and its citizens. While a number of key 
uncertainties regarding the timing, location, and magnitude of impacts 


*^GAO, 21sl Century Chailenges: Reexamining the Base of the Federal Government, 
GAO-05-32oSF (Washington, D.C.: February 2006), 77. 
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remain, climate change has implications for the fiscal health of the federal 
government, which already faces other significant challenges in meeting 
its long-term fiscal obligations. NFIP and FCIC are two major federal 
programs which, as a consequence of both future climate change and 
substantial growth in e3q)osure, may see their losses grow by many billions 
of dollars in coming decades. 

We acknowledge that to cany out their primary missions, these public 
insurance programs must focus on the near-term goals of ensuring 
afford^le coverage for individuals in hazard-prone areas. Nonetheless, we 
believe the two programs are uniquely positioned to provide strategic 
information on the potential impacts of climate change — information that 
would be of value to key decision makers charged with such a long-term 
focus, Most notably, in exercising its oversight responsibilities, the 
Congress could use such information to examine whether the current 
structure and incentives of the federal insurance programs adequately 
address the challenges posed by potential increases in the frequency and 
severity of catastrophic weather events. While the precise content of these 
analyses can be debated, the activities of many private insurers already 
suggest a number of strong possibilities that may be applicable to 
assessing the potential implications of climate change on the federal 
insurance programs. 


Recommendation 
Executive Action 


We recommend that the Secretary of Agriculture and the Secretary of 
Homeland Secxuity direct the Administrator of the Risk Management 
Agency and the Under Secretary of Homeland Security for Emergency 
Preparedness to analyze the potential long-term implications of climate 
change for the Federal Crop Insurance Corporation and the National 
Flood Insurance Program, respectively, and report their findings to the 
Congress. This analysis should use forthcoming assessments from the 
Climate Change Science Program and the Intergovernmental Panel on 
Climate Change to establish sound estimates of expected future 
conditions. Key components of this analysis may include; (1) realistic 
scenarios of future losses under anticipated climatic conditions and 
expected exposure levels, including both potential budgetary implications 
and consequences for continued program operation and (2) potential 
mitigation options that each program might use to reduce their exposure 


to loss. 
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AffPnrv CnmrnPnts providedadraftof this report to the Departments of Agriculture 

^ 1 • (USDA), Commerce, Energy, and Homeland Security (DHS) for their 

HTlCl Our lliV3iUHtlOn review. DHS agreed via email with the report’s recommendation, noting 
that conducting an assessment of the impact of climate change beyond 
FEMA’s current statistical modeling (which is based on historical loss 
experience) could be helpful if resources were available to pursue such an 
analysis. 

USDA also agreed with the report’s recommendation, and commented on 
the presentation of several findings. (See app. V for the letter from the 
Under Secretary for Farm and Foreign Agricultural Services and GAO’s 
point-by-point response.) In particular, USDA disagreed that it had thus far 
taken little action to prospectively assess potential increases in 
catastrophic risk associated with climate change. USDA eiqjlained that 
RMA does assess both the current and long-term exposure of the crop 
insurance program to catastrophic weather events, noting specifically that 
RMA (1) updates and publishes total program liability on a weekly basis 
and (2) estimates expected changes in liability up to 10 years ahead 
through its baseline projections. We acknowledge these activities, but 
believe it is important to note that they are limited in scope, focusing 
almost exclusively on retrospective measures of performance and not on 
the potential for increasingly frequent and intense weather-related events. 
These events, including drought and heavy precipitation events, are the 
key events acknowledged by USDA as posing catastrophic risk to the crop 
insurance program. Moreover, other RMA efforts to capture changes in 
weather-related risk rely on data reflecting what has been experienced In 
the past, not on what could be experienced in the future. 

The Department of Commerce neither agreed nor disagreed with the 
report’s findings, but instead offered several comments on the 
presentation of several issues in the draft (particularly the depth in which 
several issues are discussed) as well as technical comments. We have 
incorporated these comments as appropriate and address them in detail in 
appendix VI. Notably, the Department of Commerce underscored the 
vulnerability of high-risk coastal development, stating that such 
vulnerabilities will only be amplified by climate change-related increases 
in the frequency or severity of weather-related events. 

Finally, the Department of Energy elected not to provide comments on the 
draft. 
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As agreed with your offices, unless you publicly announce the contents of 
this report earlier, we plan no further distribution until 30 days from the 
report date. At that time, we will send copies of this report to the 
Secretaries of Agriculture, Commerce, Energy, and Homeland Security, as 
well as other interested parties. We also will make copies available to 
others upon request. In addition, the report will be av^able at no charge 
on tfie GAO Web site at http://www.gao.gov. 

If you or your staff has any questions regarding this report, please contact 
me at (202) 512-3841 or stephensonj@gao.gov. Contact points for our 
Offices of Congressional Relations and Public Affairs may be found on the 
last page of this report. Key contributors are listed in appendix VII. 



John B. Stephenson 

Director, Natural Resources and Environment 
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Appendix I: Scope and Methodology 


We were asked us to (1) describe what is known about how climate 
change might affect insured and uninsured losses, (2) determine insured 
losses incurred by m^jor federal agencies and private insurers and 
reinsurers resulting from weather-related events, and (3) determine what 
major federal agencies and private insurers and reinsurers are doing to 
assess and manage the potential risk of increased losses due to changes in 
the frequency and severity of weather-related events associated with 
climate change. 


Scientific Literature 


To address the first objective, we reviewed and summarized existing 
literature from significant policy-oriented scientific assessments from 
reputable international and national research organizations including the 
Intergovernmental Panel on Climate Change, National Academy of 
Sciences, and the multifederal agency U.S. Climate Change Science 
Program, as specified in table 3. It was beyond the scope of this report to 
independently evaluate the results of these studies. 


Table 3: Key Policy-Oriented Scientific Assessments Reviewed by GAO 

Organization 

Publication 

Intergovernmental 
Panel on Climate 
Change (tPCC) 

• Climate Change 2007: The Physical Science Basis, Summary 
for Policymakers (2007) 

• Climate Change 2001: Synthesis Report (2001) 

• Climate Change 2001: The Scientific Basis (2001) 

• C//mafe Change 2001: Impacts, Adaptation & Vulnerability 
(2001) 

Climate Change 
Science Program 
(CeSP) 

• Temperature Trends in the Lower Atmosphere: Steps for 
Understanding and Reconciling Differences, Synthesis and 
Assessment Product 1. 1 (2006) 

National Academy of 
Sciences (NAS) 

• Surface Temperature Reconstructions for the Last 2,000 Years 
(2006) 

• Understanding and Responding to Climate Change: Highlights 
of National Academies Reports (2006) 

• Radiative Forcing of Climate Change: Expanding the Concept 
and Addressing Uncertainties (2005) 

• From Climate to Weather Impacts on Society and Economy- 
Summary of a Forum, June28, 2002, Washington, D.C. (2003) 

• Understanding Climate Change Feedbacks (2003) 

• /Uwupf Climate Change: Inevitable Surprises (2002) 

• Climate Change Science: An Analysis of Some Key Questions 
(2001) 


Source: GAO. 


Note; PuUication year follows publication title in parentheses. 
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Appendix I; Scope and Methodology 


Insured Loss Data 


To address the second objective, we analyzed insured loss data from 
January 1, 1980, through December 31, 2005, from the Federal Emergency 
Management Agency (FEMA) for the National Flood Insurance Program 
(NFIP); the Department of Agriculture’s Risk Management Agency (RMA) 
for the Federal Crop Insurance Corporation (FCIC); and the Property 
Claim Services (PCS) for private property insurance. Through electronic 
testing and other means, we assessed the reliability of each of the data sets 
to determine whether the data were sufficiently reliable for our purposes. 
Specifically, we interviewed the sources for each of the data sets to gather 
information on how records were collected, processed, and maintained. 
Because not all catastrophes are weather-related, we excluded all events 
attributable to terrorist acts, tsunamis, earthquakes, and other 
nonweather-related losses, based on discussions with the data provider. 

To adjust for the general effects of inflation over time we used the chain- 
weighted gross domestic product price index to express dollar amounts in 
inflation-adjusted 2005 dollars. We reviewed any changes in data 
collection methodologies that have occurred over time, and evaluated the 
effect of any changes on our ability to report losses. We believe that these 
data are sufficiently reliable for the puipose of describing insured losses. 
We note, however, that these data likely understate the actual insured 
losses. 


PCS PCS data are estimates of insured losses, or claims paid by private 

insurance companies, for catastrophe loss events for the 50 states, as well 
as the District of Columbia, Puerto Rico, and the U.S. Virgin Island. PCS 
defines “catastrophes" as events that, in their estimation, affect a 
significant number of policyholders and that cause more than $26 million 
in damages. To identify catastrophes, PCS reviews daily weather reports 
and wire service news stories to determine if potentially damaging 
weather has occurred anywhere in the nation. PCS contacts adjusters, 
insurance claims departments, or public officials to gather additional 
information about the scope of damage and potential insured losses for 
events. Damages associated with a single storm event are grouped 
together as a single catastrophe, even if they are separated by distance. 
PCS obtains its insured loss data from information reported by insurers. 
PCS estimates include losses under personal and commercial property 
insurance policies covering real property, contents, business interruption, 
vehicles, and boats. PCS estimates also typically include amounts paid by 
state wind pools, joint underwriting associations, and certain other 
residual market mechanisms, such as Fair Access to Insurance 
Requirements (FAIR) plans. However, PCS estimates do not include 
damage to uninsured or self-insured property including uninsured publicly 
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Appendix I: Scope and Methodology 


owned property and utilities; losses involving agriculture, aircraft and 
property insured under NFIP or certain speci^ty lines (such as ocean 
marine), or loss adjustment expenses. Generally, PCS finalizes its 
estimates within 6 months of the occurrence of a PCS-identified 
catastrophe, according to company documents. PCS does not 
independently verify or audit the accuracy of the reported losses. Thus, 
loss totals are the best estimates of primary insurers compiled by PCS 
professionals, and may or may not accurately and completely reflect 
actual industry-insured losses. Nevertheless, PCS has determined their 
data to be very close to other independent estimates. PCS officials said 
that, when compared with state insurance commissioners’ estimates based 
on all loss data from insurance companies following particularly large 
catastrophes, PCS data are within 3 to 5 percent of actual amounts. For 
the data used in our review, company officials told us that most estimates 
included in the data provided to us are final, except the 2005 hurricanes. 


NFIP NFIP data are actual claim payment totals, not estimated amounts. NFIP 

data represent the budget outlays that satisfy claims submitted by NFIP 
policyholders to their participating program companies. The companies 
report these data to the NFIP on a monthly basis. According to a senior 
program official, the Department of Homeland Security performs periodic 
audits of company records reported to NFIP. Although nearly all claims in 
the NFIP data we reviewed are considered closed by the agency (and, 
therefore, final), a small portion of claims associated with 2004 and 2005 
hurricane season are not reflected in data we reviewed, according to the 
agency’s database manager. 


FCIC The loss data provided by FCIC represent the actual amount paid to 

policyholders, not estimates. FCIC data represent the budget outlays that 
satisfy claims submitted by policyholders to their participating insurance 
companies. Participating insurance companies submit claims information 
for processing through a computerized validation system. Automated 
processing of claims information occurs annually for a period going back 5 
years, but agency officials said that indemnities may have changed after 
automated processing closed in very specific cases, such as settlement of 
litigation or arbitration cases. 
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Identifying Insured Losses To determine the insured losses associated with major and nonmajor 
Associated with hurricanes, we identified losses associated with hurricanes in both the 

Hurricanes NFIP data sets. We used the name and year of each hurricane to 

link loss records to information from the National Oceanic and 
Atmospheric Administration (NOAA) on the peak intensity of each 
hurricane at or near landfall. 


Independent Studies We supplemented our descriptive analysis with a review of existing 

literature and the views of subject area experts on the primary drivers of 
changes in the weather-related loss record in general. Given the data 
challenges faced by natural hazard researchers, the data sets used in these 
studies are generally different. 


IntGrviGWS with Major address the third objective, we conducted semistructured interviews 
^ with officials from the NFIP, RMA, and a nonprobability sample of the 
Insurers largest private property/casualty primary insurance and reinsurance 

companies as defined by national market share. In the private sector, 11 
out of 14 potential respondents elected to participate, drawing from 
companies in the United States, Europe, and Bermuda. Although the 
results from this sample should not be generalized to represent all 
insurance companies, the companies we interviewed represent about 45 
percent of the total domestic insurance market. In developing our 
semistructured questiormaire, we reviewed existing literature on risk 
assessment and management practices, GAO guidance on risk 
management, and interviewed subject area experts knowledgeable about 
the insurance industry and federal insurance programs. Insurance industry 
experts included represent^ves from insurance brokers, catastrophe 
modeling firms, Industry associations, the Insurance Information Institute, 
and academics. To reduce response error, we pretested our questions for 
clarity, relevancy, and sensitivity with representatives from several 
insurance industry associations, including the American Insurance 
Association, the National Association of Mutual Insurance Companies, the 
Property Casualty Insurance Association of America, and the Reinsurance 
Association of America. On the basis of feedback from the pretests, we 
modified the questions as appropriate. We distinguished proactive risk 
man£Lgement responses to climate change from other responses according 
to whether insurers indicated that they were adjusting their activities 
based on projected changes in underlying weather trends rather than 
adapting only as changes in weather conditions reveal themselves in 
historical data. During our interviews, some private insurers attributed 
their actions to changes in the Atlantic Multidecadal Oscillation (AMO). 
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Because NOAA considers the AMO to be a climatic cycle, we categorized 
the actions of these insurers as responding to climate change. 

We asked the participating federal agencies and private insurance and 
reinsurance companies to identify individuals knowledgeable about their 
weather-related risk management practices for our interviews. Based on 
these criteria, we spoke with a range of senior officials and representatives 
that included actuaries, underwriters, catastrophe specialists, regulatory 
affairs and counsel. During the interviews, we asked a series of questions 
about risk assessment and management practices for weather-related risk, 
significant drivers of changes to past and future weather-related risk, 
respondents' perception of and actions to address climate change in their 
risk management processes, and risk management best practices that 
might be transferable to federal insurers. 

We also interviewed officials from rating agencies, catastrophe modeling 
firms, insurance industry associations, the National Association of 
Insurance Commissioners, and universities to provide additional context 
for respondents’ statements. To supplement our interviews, we reviewed 
documentary evidence of risk management practices from federal 
agencies, studies from subject area experts, industry reports, publicly 
available insurance company documents, and previous work from GAO to 
provide context and support for respondents’ statements. 

We performed our work between February 2006 and January 2007 in 
accordance with generally accepted government auditing standards. 
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Floods are tJie most common and destructive natural disaster in the 
United States. According to NFIP statistics, 90 percent of al! natural 
disasters in the United States involve flooding. Because of the catastrophic 
nature of flooding and the inability to adequately predict flood risks, 
private insurance companies largely have been unwilling to underwrite 
and bear the risk of flood insurance. As a result, flooding is generally 
excluded from homeowner policies that cover damages from other types 
of losses, such as wind, fire, and theft. 

The NFIP was established in 1968 to address uninsured losses due to 
floods. Prior to the establishment of the NFIP, structural flood controls on 
rivers and shorelines (e.g., dams and levees) and disaster assistance for 
flood victims were the federal government’s primary tools for addressing 
floods. The Mississippi River Commission, created in 1879 to oversee the 
development of a levee system to control the river’s flow, was the first of 
these federal efforts to address flooding. Due to the limited effectiveness 
of structural flood controls, continued development in flood-prone areas, 
and a desire to reduce postdisaster assistance payments, the Congress 
began examining the feasibility of prefunding flood disaster costs via 
federal insurance in the 1950s. Although the first federal flood insurance 
program authorized by the Congress in 1956 failed due to lack of funding, 
a series of powerful hurricanes and heavy flooding on the Mississippi 
River in the early 1960s prompted the Congress to revisit the issue and 
direct the Department of Housing and Urban Development (HUD) to 
conduct a feasibility study of a federal flood insurance program. The 1966 
HUD feasibili^ study helped lead to the passage of the National F^ood 
Insurance Act of 1968,* which authorized the creation of the NFIP.* 

Since its inception, the NFIP has undergone several mt^jor changes in 
response to signiflcant flood events. Hurricane Agnes in 1972 led to the 
mandatory flood insurance requirements on certain persons in flood-prone 
areas included in the Flood Disaster Protection Act of 1973, which also 
significantly increased coverage limits in a further effort to increase 
participation.® Following the Midwest floods of 1993, the Congress enacted 
the National Flood Insurance Reform Act of 1994, which strengthened 


‘Pub. L. No. 90-448, 82 Scat. 573. 

^Senate Committee on Banking and Currency, Insurance and Other Programs for 
FinaTicial Assistance to flood Victims, 89th Cong., 2d Sess., 1966, Committee Print, 

®Pub. L. No. 93-234, 87 Stat. 975 (1973). 
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lender compliance requirements with mandatory piirchase provisions 
requiring mortgage-holders in flood-prone areas to purchase flood 
insurance and prohibited flood disaster assistance for properties that had 
not maintained their mandatory coverage/ In 2004, recognizing that losses 
from repetitive flooding on some insured properties was straining the 
financial condition of the NFIP, the Congress passed the Flood Insurance 
Reform Act of 2004, which provided NPIP with additional tools to reduce 
the number and financial impact of these properties/ These tools include: 
increased authorization of funding for mitigation of repetitive loss 
properties and statutory authority to penalize policyholders who refuse 
government assistance to mitigate certain structures that have been 
substantially or repetitively damaged by flooding, among others. Recently, 
the Congress has begun exploring additional changes to the NFIP to 
address the financial and operational challenges presented by the 2005 
hurricane season. 


How the Program 
Works 


FEMA, within the Department of Homeland Security (DHS), is responsible 
for the oversight and management of the NFIP.® Under this program, the 
federal government assumes the liability for covered losses and sets rates 
and coverage limitations, among other responsibilities. 

The NFIP combines three elements: (1) property insurance for potential 
flood victims, (2) mapping to identify the boundaries of the areas at 
highest risk of flooding, and (3) incentives for communities to adopt and 
enforce floodplain management regulations and building standards (such 
as elevating structures) to reduce future flood damage. The effective 
integration of all three of these elements is needed for the NFIP to achieve 
its goals of 


^Pub. L. No. 103-325, 108 Stat. 2265 (1094). 

®The Buniung-Bereuter-Blumenauer Flood Insurance Reform Act of 2004, Pub. L. No. 108- 
264, 118 Stat 712. 

®In March 2003, FEMA and its approximately 2,500 staff became part of the Department of 
Homeland Securi^ (DHS). Most of FEMA — including its Mitigation Division, which is 
responsible for administering the NFTP — is now part of the deportment’s Emergency 
Preparedness and Response Directorate. However, FEMA retained its name and individual 
identity within the department. Under a reorganization plan proposed by the current 
Secretary of DHS, the Emergency Preparedness and Response Directorate would be 
abolished, and FEMA would report directly to the Undersecretary and Secretary of DHS. 
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• providing property flood insurance coverage for a high proportion of 
property owners who would benefit from such coverage, 

• reducing taiqpayer-funded disaster assistance when flooding strikes, and 

• reducing flood damage through floodplain management and the 
enforcement of builc^g standards. 

Over 20,000 communities across the United States and its territories 
participate in the NFIP by adopting and agreeing to enforce state and 
community floodplain management regulations to reduce future flood 
damage. In exchange, the NFIP makes federally backed flood insurance 
available to homeowners and other property owners in these 
communities. As of 2005, the program had over 4.9 milKon policyholders, 
representing about $875 billion in assets. Homeowners with mortgages 
from federally regulated lenders on property in communities identified to 
be in high flood risk areas are required to purchase flood insurance on 
their dwellings. Optional, lower cost coverage is also available under the 
NFIP to protect homes in areas of low to moderate risk. The mandated 
coverage protects homeowners’ dwellings only; to insure furniture and 
other personal property items against flood damage, homeowners must 
purchase separate NFIP personal property coverage. 

Prior to the 2005 hurricanes, NFIP had paid about $14.6 billion in flood 
insurance claims, primarily from policyholder premiums that otherwise 
would have been paid through taxpayer-funded disaster relief or borne by 
home and business owners themselves. According to FEMA, every $3 in 
flood insurance claims payments saves about $1 in disaster assistance 
payments, and the combination of floodplain management and mitigation 
efforts save about $1 billion in flood damage each year. 

To make flood insurance available on “reasonable terms and conditions to 
persons who have need for such protection,’” the NFIP strikes a balance 
between the scope of the coverage provided and the premium amounts 
required to provide that coverage. Policy coverage limits arise from statute 
and regulation, including FEMA’s standard flood insurance policy (SFIP), 
which is incorporated in regulation and issued to policyholders when they 
purchase flood insurance. As of 2006, FEMA estimated 26 percent of its 
policies were subsidized, and 74 percent were charged “full-risk premium” 


^42 U.S.C. § 4001Ca)(4). 
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rates. In 1981, FEMA set the operating goal of generating premiums at 
least sufficient to cover losses and expenses relative to the “historical 
average loss year.” However, the heavy losses from the 2005 hurricane 
season may increase the historical average loss year to a level beyond the 
expected long-term average. In light of this, FEMA is currently revisiting 
the use of ffie historical average loss year as a premium income target. 


Risk Assessment 
Practices 


The NFIP uses hydrologic models to estimate loss exposure in flood-prone 
areas, based on the method outlined in the 1966 HUD report, Insurance 
and Other Programs for Financial Assistance to Flood Victims.^ These 
techniques of analysis were first developed by hydrologists and hydraulic 
en^neers to determine the feasibility of flood protection. 

The hydrologic method uses available data on the occurrence of floods 
and flood damages to establish both the frequency of flood recurrence and 
the damage associated with a flood of a given height. The NFIP augments 
available flood data with detailed engineering studies, simulations, and 
professional judgment to estabhsh the scientific and actuarial basis for its 
risk assessment process and rates. 

Flood-elevation frequency data for specific communities is pubUshed in 
Flood Rate Insurance Maps, which differentiate areas based on their flood 
risk. These maps are the basis for setting insurance rates, establishing 
floodplain management ordinances, and identifying properties where flood 
insurance is mandatoiy. 

To estimate expected annual losses and determine the basis for rate 
setting, NFIP combine flood-elevation frequency data with depth-damage 
calculations to estimate a range of flood probabilities and associated 
damages. Each possible flood is multiphed by the expected damage should 
such a flood occur, and then each of these is added together. The total of 
each possible flood’s damage provides an expected per annum percentage 
of the value of property damage due to flooding. This expected damage 
can then be converted to an expected loss per $100 of property value 
covered by insurance. This per annum expected loss provides the 
fundamental component of rate setting. Rates are also adjusted to 


^Senate Committee on Banking and Cunency, Insurance and Other Programs for 
Financial Assistance to Flood Victims. 
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incorporate additional expense factors, such as adjustment costs and 
deductibles. 


Program Funding 


To the extent possible within the context of its broader purposes, the 
NFIP is expected to pay operating expenses and flood insurance claims 
with premiums collected on flood insurance policies rather than with tax 
dollars. However, as we have reported, the program is not actuarially 
sound by design because the Congress authorized subsidized insurance 
rates to be made available for policies covering certain structures to 
encourage communities to join the program. As a result, the program does 
not collect sufficient premium income to build reserves to meet the long- 
term future expected flood losses.® FEMA has statutory authority to 
borrow funds from the Department of the Treasury to keep the NFIP 
solvent,'® Prior to the 2005 hurricane season, FEMA had exercised its 
borrowing authority four times, when losses exceeded available fund 
balances. For example, FEMA borrowed $300 million to pay an estimated 
$ 1.8 billion on flood insurance claims resulting from the 2004 hurricane 
season. Following hurricanes Katrina, Rita, and Wilma, FEMA estimates it 
will need to borrow nearly $21 billion dollars to cover outstanding claims. 
Although FEMA has repaid borrowed funds with interest in the past, 
FEMA does not expect to be able to meet the $1 billion in annual interest 
payments for these borrowed funds. 


®GAO, Flood Insurance: InSormaiicm on the Financial Condition of the National Flood 
Insurance Program, GAO-OI-992T (Washington, D.C.: July 19, 2001). 

‘“See42U.S.C. §4016. 
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In general, farm income is determined on the basis of farm production and 
prices, both of which are subject to wide fluctuations due to external 
factors. Because a substantial part of farming depends on weather, farm 
production levels can vary substantially on an annual basis. Commodity 
prices are also subject to significant swings due to supply and demand on 
the domestic and international markets. The Congress created FCIC in 
1938 to administer a federal crop insurance program on an experimental 
basis to temper the weather effects of the dust bowl and the economic 
effects of the Great Depression.* 

The federal crop insurance program protects participating farmers against 
financial losses caused by droughts, floods, or other natural disasters. 

Until 1980, the federal crop insurance program was limited to m^or crops 
in the nation’s primary production areas. The Federal Crop Insurance Act 
of 1980 expanded crop insurance both in terms of crops and geographic 
areas covered.* The expansion was designed to allow the disaster 
assistance payment program provided by the government under previous 
farm bills to be phased out To encourage participation, the 1980 act 
required a 30 percent prenuum subsidy for producers who purchased 
coverage up to the 65 percent yield level. Despite the subsidies, program 
participation remained low, and the Congress authorized several ad hoc 
disaster payments between 1988 and 1993. Congressional dissatisfaction 
with the size and frequency of these payments prompted the Congress to 
pass the Federal Crop Insurance Reform Act of 1994, which mandated 
participation in the crop insurance program as a prerequisite for other 
benefits, including agriculture price support payments.* The 1994 act also 
introduced catastrophic risk protection coverage, which compensated 
fanners for losses exceeding 50 percent of their average yield at 60 percent 
of the commodity price. Premiums for catastrophic risk protection 
coverage were completely subsidized, and subsidies for other coverage 
levels were also increased. 

As part of the 1996 Farm Bill, the Congress created the Office of Risk 
Management under the U.S. Department of Agriculture (USDA), and USDA 
established RMA to administer the FCIC insurance programs, among other 


'Federal Crop Insurance Act, tit. V, 52 Stat. 72 (1938) (codified as amended at 7 U.S.C. §§ 
1601-1624). 

*Pub. L. No. 96-365, 94 Stat 1312 (1980). 

^Pub. L No. 103-354, 108 Stat. 3178 (1994). 
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things.* The Congress also required the creation of a revenue insurance 
pilot project and repealed the mandatory participation provision of the 
1994 Act. However, participation in the crop insurance program has not 
necessarily precluded the need for further disaster assistance. For 
example, due to low commodity prices in 1997 and multiple years of 
natural disasters, the Congress enacted an emergency farm financial 
assistance package totaling almost $6 billion in 1998, which included over 
$2 biUion in crop disaster payments, and an $8.7 billion financial 
assistance package in 19^ that included $1.2 billion in crop disaster 
payments. 

In 2000, the Congress enacted the Agricultural Risk Protection Act, which 
further increased subsidies for insurance above the catastrophic risk 
protection coverage level, subsidized a portion of the cost of revenue 
insurance products, improved coverage for farmers affected by multiple 
years of natural disasters, required pilot insurance programs for livestock 
farmers, and authorized pilot programs for growers of other commodities 
not currently covered, gave the private sector greater representation on 
the FCIC Board of Directors, reduced eUgibility requirements for 
permanent disaster payment programs for noninsured farmers, and 
provided new tools for monitoring and controlling program abuses, among 
other provisions.® These changes required $8.2 billion in additional 
spending from fiscal years 2001 through 2005. 


How the Program 
Works 


RMA has overall responsibility for supervising the federal crop insurance 
program, which it administers in partnership with private insurance 
companies. Insurance policies are sold and completely serviced through 
approved private insurance companies that have their losses reinsured by 
USDA. These companies share a percentage of the risk of loss or 
opportunity for gain associated with each insurance poUcy written. In 
addition, RMA pays companies a percentage of the premium on policies 
sold to cover the administrative costs of selling and servicing these 
policies. In turn, insurance companies use this money to pay commissions 
to their agents who sell the policies and fees to adjusters when claims are 
filed. RMA oversees the development of new insurance products and the 
expansion of existing insurance products to new areas to help farmers 
reduce the chance of financial loss. 


*Pub. L No. 104-127, 110 Stat 888 (1996). 
®Pub. L. No. 106-224, 114 Stat. 358 (2000). 
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The USDA determines whether the federal crop insurance program will 
insure a commodity on a crop-by*crop and county-by-county basis, based 
on farmer demand for coverage and the level of risk associated with the 
crop in the region, among other factors. Over 100 crops are covered; m^or 
crops such as grains are covered in almost every county where they are 
grown, and specialty crops such as fruit are covered in some areas. For 
many commodities, producers may also purchase revenue insurance. 
Based on commodity market prices and the producer’s production history, 
producers are assigned a target revenue level. The producer receives a 
payment if their actual revenue falls short of the target level, whether the 
shortfall was due to low yield or low prices. Premiums for revenue 
insurance are subsidized at the same level as traditional crop insurance 
policies. 

Farmers’ participation in the federal crop insurance progrmn is voluntary, 
but the federal government encourages it by subsidizing the insurance 
premiums. Participating farmers are assigned a “normal” crop yield based 
on their past production history and a commodity price based on 
estimated market conditions. The producer selects both the percentage of 
yield to be covered and the percentage of the commodity price received as 
payment if the producer’s losses exceed the selected threshold. Premium 
prices increase as levels of yield and price coverage rise. However, all 
eligible producers can receive fully subsidized catastrophic risk protection 
coverage that pays producers for losses exceeding 50 percent of normal 
yield, at a level equal to 55 percent of the estimated market price, in 
exchange for a $100 administrative fee. Producers who purchase this 
coverage can buy additional insurance at partially subsidized rates up to 
85 percent of their yield and 100 percent of the estimated market price. 

As an alternative, the Group Risk Plan provides coverage based on county 
yields rather than a producer’s actual production history. If county yield 
falls below the producer’s threshold yield (a percentage of the historical 
county yield), then the producer receives a payment. 


Risk Assessment 
Practices 


RMA's risk assessment/rate-setting methodology is complex because the 
risk of growing a particular crop varies by county, farm, and farmer. 
Because of all the possible combinations involved, hundreds of thousands 
of rates are in place. Each year, RMA follows a multistep process to 
establish rates for each crop included in the program. The process 
involves establishing base rates for each county crop combination and 
adjusting these basic rates for a number of factors, such as coverage and 
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production levels. In addition, rates are adjusted to account for the 
legislated limitations in price increases. 

For each crop, RMA extracts data on counties’ crop experience from its 
historical database. The data elements for each crop, crop year, and 
county include (1) the dollar amount of the insurance coverage sold, (2) 
the dollar amount of the claims paid, and (3) the average coverage level 
The historical data are adjusted to the 65 percent coverage level (the most 
commonly purchased level of coverage) so that liability and claims data at 
different coverage levels can be combined to develop rates. Using the 
acyusted data, FCIC computes the loss-cost ratio for each crop in each 
county. The loss-cost ratio is calculated by dividing the total claim 
payments by the total insurance in force; the result is stated as a 
percentage.® To reduce the impact a single year will have on the average 
loss-cost ratio of each county, RMA caps the ac^justed average loss-cost 
ratio for any single year at 80 percent of all years.'' To establish the base 
rate for each county, the average for all the years since 1975 is calculated 
using the capped loss-cost ratios and a weighting process to minimize the 
differences in rates among counties. 

Rates are further adjusted by: a disaster reserve factor, a surcharge for 
catastrophic coverage for each crop based on pooled losses at the state 
level,® a prevented planting factor, farm divisions, crop type, and 
differences in both average yield and coverage levels.® 


®For ex&mple, if the claims paid in 1 year totaled $7.36 and the insurance in force was $100, 
the loss-cost ratio is 7.36 percent. The percentage represents the rate that would need to be 
charged per $100 of insurance coverage if total premiiuns are to equal the total claim 
payments for that year. In this example, the 7.36 percent indicates that a rate of $7.36 was 
required per $100 of insurance coverage sold. 

^The excess of losses above the capped amount is pooled at the state level and reallocated 
to the counties. According to FCIC, this procedure is intended to reduce the variation of 
rates from one year to the next. 

®The surcharge is established by pooling the amount of insurance in force and the claim 
payments for capped years with the highest loss-cost ratios in each county that were not 
factored into the county unloaded rates at the state level. These data are used to calculate a 
statewide surcharge for catastrophic coverage (pooled claims payments divided by pooled 
insurance in force). If the pooled losses at the state level exceed five points, the excess is 
returned to Uie counties and included in the county unloaded rate. 

®Prevented planting factor adds a provision for losses due to crops that were never planted 
because of external factors not directly related to yield loss, 
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Program Fimding 


The crop insurance program is financed primarily through general fund 
appropriations and farmer-paid premiums. In addition to the premiums 
paid by producers, FCIC receives an annual appropriation to cover 
necessary costs for the program's premium subsidies, excess losses, 
delivery expenses, and other authorized expenses. According to USDA 
budget documents, for fiscal year 2005, insurance premium and 
administrative fee revenue from farmers was approximately $2. 1 billion, 
and gross claims equaled almost $3.3 billion. Total government operating 
costs in fiscal year 2005 were approximately $3 billion. 

RMA is required to set crop insurance premiums at actuarially sufficient 
rates, defined as a long-run loss ratio target of no more than 1.075. From 
its initial eiqiansion in 1981 through 1994, the crop insurance program had 
an average loss ratio of 1.47 and paid roughly $3.2 billion in claims excess 
of subsidized premium income during that period.'® From 1995 to 2005, the 
program had an average loss ratio of 0.91, and collected roughly $2.7 
billion in subsidized premium excess of claims during that period. 
Excluding subsidies and measuring performance on the basis of a 
producer premium, from 1981 to 1994, the crop insurance program 
averaged a loss ratio of 1.93 and paid roughly $5.2 billion in claims excess 
of producer premium over that period; from 1995 to 2005, the program 
averaged a loss ratio of 2.15 and paid roughly $14.2 billion in claims excess 
of a producer premium during that period. 

Generally, producers can purchase crop insurance to insure up to 86 
percent of their normal harvest (yield), based on production history. In 
2007, the USDA e:q)ects the FCIC to provide $48 billion in risk protection 
on 287 million acres nationwide, which represents approximately 80 
percent of the nation’s acres planted to principal crops. The USDA 
estimates this level of coverage will cost the federal government $4.2 
billion in 2007. 


“’The Federal Crop Insurance Hefonti Act of 1994 mandated participation in the prograjn to 
receive other commodiQ' support payments, although this requirement was rescinded in 
1996. 
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Munich Re, one of the world’s largest reinsurance companies, and the 
University of Colorado jointly convened an international workshop on 
climate change and disaster loss trends in May 2006 in Hohenkammer, 
Germany. The workshop brought together 32 e:jq)erts in the fields of 
climatology and disaster research from 13 countries. White p^ers were 
prepared and circulated by 25 participants in advance of the workshop and 
formed the basis of the discussions. In the course of the event, participants 
developed a list of statements that each represent a consensus among 
participants on issues of research and policy as related to the workshop’s 
two central organizing questions: (1) What factors account for increasing 
costs of weather related disasters in recent decades? and (2) What are the 
implications of these understandings, for both research and policy? 

Consensus (unanimous) statements of the workshop participants; 

1. Climate change is real, and has a significant human component related 
to greenhouse gases. 

2. Direct economic losses of global disasters have increased in recent 
decades with particularly large increases since the 1980s. 

3. The increases in disaster losses primarily result from weather related 
events, in particular storms and floods. 

4. Climate change and variability are factors which influence trends in 
disasters. 

5. Although there are peer reviewed p^ers indicating trends in storms 
and floods there is still scientific debate over the attribution to 
anthropogenic climate change or natural climate variability. There is 
also concern over geophysical data quality. 

6. IPCC (2001) did not achieve detection and attribution of trends in 
extreme events at the global level. 

7. High quality long-term disaster loss records exist, some of which are 
suitable for research purposes, such as to identify the effects of 
climate and/or climate change on the loss records. 

8. Analyses of long-term records of disaster losses indicate that societal 
change and economic development are the principal factors 
responsible for the documented increasing losses to date. 
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9. The vulnerability of communities to natural disasters is determined by 
their economic development and other social characteristics. 

10. There is evidence that changing patterns of extreme events are drivers 
for recent increases in global losses. 

1 1. Because of issues related to data quality, the stochastic nature of 
extreme event impacts, length of time series, and various societal 
factors present in the disaster loss record, it is still not possible to 
determine the portion of the increase in damages that might be 
attributed to climate change due to greenhouse gas emissions. 

12. For future decades the IPCC (2001) expects increases in the 
occurrence and/or intensity of some extreme events as a result of 
anthropogenic climate change. Such increases will further increase 
losses in the absence of disaster reduction measures. 

13. In the near future the quantitative link (attribution) of trends in storm 
and flood losses to climate changes related to greenhouse gas 
emissions is unlikely to be answered unequivocally. 

14. Adaptation to extreme weather events should play a central role in 
reducing societal vulnerabilities to climate and climate change. 

15. Mitigation of greenhouse gas emissions should also play a central role 
in response to anthropogenic climate change, though it does not have 
an effect for several decades on the hazard risk. 

16. We recommend further research on different combinations of 
adaptation and mitigation policies. 

17. We recommend the creation of an open-source disaster database 
according to agreed upon standards. 

18. In addition to fundamental research on climate, research priorities 
should consider needs of decision makers in areas related to both 
adaptation and mitigation. 

19. For improved underetanding of loss trends, there is a need to continue 
to collect and improve long-term and homogenous data sets related to 
both climate parameters and disaster losses. 

20. The community needs to agree upon peer reviewed procedures for 
normalizing economic loss data. 
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Appendix V: Comments from the U.S. 
Department of Agriculture 


Note: GAO comments 
suppiementing those in 
the report text appear at 
the end of this appendix. 


USDA 



tfnfiM 6<*tM OatwiWnl ef Ajrlcullur* 

Otl>S* o> tw Sacnury 
W>«iing)on OC 202M 


FEB 2 3 200? 

Mr. John B. Stephenson 
Director 

Natural Resources artd Envimnnrem 
Oovcnimeni Accountability Ollicc 
44} GStreciN.W. 

Washington, D.C. 2054S 

Dear Mr. Stephenson: 

Enclfised is the Farm and Foreign .Agricultural Service's response to the dia(\ rc[vtTi titled. 
CLIMATE CHANGE: Fitianci;il Risks to Federal and Private Insurers in Coming Decades arc 
Potentially Significant." Thank you forthcopportimiiy to provide comments. If you have any 
questions regarding our response, please contact Michael Hand at 202-?20-l)('i42. 


Sincerely, 



Mark Keenum 
Under Secretary 

Farm and Foreign Agricultural Sciviees 
Enclosure 


M-ew Ospo-w™!). Srwr*' 
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Appendix V: Comments i^om the U.S. 
Department of Agriculture 


See comment 1. 


See comment 2. 


See comment 3. 


Deparlmeot o( Agricuiture 
Respuase to the 

D3. Govcrameot Accountability' Office Draft Report GAO-07*2S5 
“CLIMATE CHANGE: Fioaociai Rlfki to Federal and Private insurers in Coming 
Decades are Potentially Signifleant” 

February' B, 2007 

Wcather-relaicd ev'cnis have caiise<f billions of dollars in damage over the past decade. GAO 
e:(umincd actions taken hy private and Federal insurers to address the poientiaf increase in losses. 
As a result of the study. liAO iwammvnds i/iiii the Vniieil i'/u/ft t>cfiartnit‘'ii ry/.i/’rirultiin: 
(USDA). spcdftailly ihr Risk Miinuf'rmi’in Ageiuy (RMA). analyze the pviuiuUil lang-!cri» 
implieafions ^'climtite change using forthcoming asscssmenis Jnvii the Inicrgo'i^ernmcnwl Panel 
on Climate Change to establish sound estimates of expetied future eondUtvns. 

USDA Resnonse 

USDA is in general agreemenl tvith GAO'S recommendation. 

Soecifle Comments 

Alihough USDA agrees *iih GAO's recommendation, we do not agree with some of the 
conclusions drawn within the report. 

.Much of (h« focus of this r«pon is with losses related to coastal wotiiher events, espeeiully 
hurricanos. However, the main cause of cataslrt^hie losses for the crop insurance progiani U 
drought in the nation’s interior. This is why the low experience of the crop insuraitce program is 
distinct from the loss experience described in the repon for the National I'loud Insurance 
Program and property ar»d casualty losaes for private insurers. 

The tncrea.se in crop insurance indemnities overtime relleets the rapid growth of the crop 
insurance program, not an increase in either the frcqueticy and'or severity of calusirophic 
weather events. In fact, the severity of loss for the crop insurance program, as measured hy the 
loss ratio, has been generally lower in the I990’s and 2O00's than in the 1980's. Thus, if 
anything, the frequency and severity of catastrophic los.s events for the crop insurance progrant 
appears to be decreasing. 

USDA docs not agree that il has “taken little acUon to prospectively assess potcminl increases in 
caia-sirophic risk associated with climate change." RMA tracks total program iiabiliiy - a 
definitive measure of the total value at risk from climatic weather events. This number is 
updated on a weekly basis and is .nvailable on RMA's ptdiiic website 
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Appendix V: Comments ft'om the U.S. 
Department of A^cnlture 


See comment 4. 


See comment 5. 


RMA also csiimat^ cxpecicd changes in liability up to 10 years ahead tlirouijh RMA's baseline 
projections. Therefore. RMA assess the iong-4enn, as well asctiiTenl. exposure of the crop 
insurance program to catastropluc weather events. 

OAO’s draft report treats the recurnne 20- to 40-year Atlantic hurricane cycle iis synonymous 
with climate change. However, olher pans of the report describe ciiirratc change in tcimsof a 
long-run progression, such as global warming, that leads to an increase in frequency and severity 
of weather events. Referring to the normal cycle of Atlantic hurricanes « ciiinaie change 
appears to be inconsistent with how ciintate ch<mge is described in other pans of the report. 

When GAO sur\-cyctl private insurers about what iliey are doing to estimate and prepare for tlie 
risks of climate change, they found that insurers wo-c using catastrophe inodcis that incorporate 
the hurricane cycle. R.MA also incoiporaceshurricnitcrisk into premium rates for several of its 
insured commodities. However, ratiterlhan focusing on short-term fluctuations in the hiiiricane 
cycle, RMA uuses historical hurricane data thai spans several cycles. 


Page 60 


GAO-D7-285 Climate Change 





337 


Appendix V: Commenta &om the U.$. 
Department of A^culture 


The following are GAO’s comments on the U.S. Department of 
Agriculture’s letter dated February 23, 2007. 


GAO Comments 


We agree that the loss e3q>eriences of NFIP, FCIC, and private insurers 
are distinct and sought to reflect these distinctions in our draft report. 
For example, we acknowledged on page 23 of the draft the specific 
distinction USDA highlights — ^that the main cause of catastrophic 
losses for FCIC is drought in the nation’s interior (see pages 24 and 26 
of this document). Despite these and other differences, however, we 
believe the report’s findings and underlying message are still 
applicable to the NFIP, the FCIC, and private insurers. 


2. Our analysis of insured losses does not attempt to attribute increases 
in past losses to changes in the severity of weather events in the data 
sets we reviewed, as implied by the comment. Moreover, we 
acknowledge that the increase in FCIC’s losses (indemnities) largely 
reflected the rapid growth of the crop insurance program. However, 
given the IPCC’s projections for potential increase in the frequency 
and severity of weather-related events — including those that affect 
crops — we believe that limiting an evaluation of FClC's future 
weather-related risk to the program’s loss ratio — which only captures 
kistorical performance of the program based on past climatic and 
market conditions — to be a potentially misleading metric upon which 
to make a prospective assessment. 


3. We acknowledged these activities in the draft report. However, we 
believe that USDA’s actions are limited in scope, focusing almost 
exclusively on actuarial performance and not on the potential 
implications of climate diange for FCIC’s operations (i.e., changes in 
the frequency and severity of weather-related events, weather 
variabihty, growing seasons, and pest infestations). Accordingly, we 
believe the program should do more to prospectively assess the 
implications of climate change. 


4. We employed the IPCC’s definition of climate change, which includes 
statistically significant variations in climate, brought on by factors that 
are both internal and external to the earth’s climate system, and that 
persist over time — typically decades or longer. Under this definition, 
the Atlantic hurricane cycle, as with other significant variations that 
are understood to be internal to the earth’s climate system, can be 
considered climatic changes. Our use of the definition was 
corroborated by a senior NOAA scientist. 
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Appendix V: CommeDta firom tbe U.S. 
Department of A^cnltmre 


5. We updated our discussion of FCIC’s modeling activities (see p^e 36) 
to reflect this hurricane model. However, as stated on page 22, 75 
percent of FCIC’s claims were associated with drought, excess 
moisture, and hail from 1980 to 2005, whereas hurricanes were 
associated with a much smaller portion of FCIC’s claims during this 
period. Accordingly, we believe that if more sophisticated, prospective 
risk assessment techniques (such as those used in FCIC’s hurricane 
model) were applied to drought, moisture, and hail events, it would 
allow for a far more useful assessment of the potential implications of 
climate change for FCIC’s operations. 
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Appendix VI: Comments from the 
Department of Commerce 


Note: GAO comments 
supplementing those in 
the report text appear at 
the end of this appendix. 


UNITED BTATES DSPARTMENT OP COMMERCB 
Th* Undsr BuratTy of Cammaroa 
top Oo— iw and Atmoaehara 

VWehtracon, O.C. BOSSO 

FEB 2 6 2007 


Mr. John B. Stephenson 
Dircclor 

Natural Resources and Environment 
U.S. Government Accountabiiity Office 
44 1 G Street, NW 
Washington, D.C. 20548 

Dear Mr. Stephenson: 

Thank you for the opportunity to review and comment on the Government Accountability 
Office’s draft report entitled Climate Change. Financial Risks la Federal and Frivate Insurer.’: 
In Coming Decades are Foienlially Significant (GAO-Vl -Hi). Enclosed is the National 
Oceanic and Atmospheric Administration's comments on the draft report. 


Sincerely. 



Conrad C. Lautenbacher, Jr. 

Vice Admiral. U.S. Navy (Ret.) 
Under Secretary of Commerce for 
Oceans and Atmosphere 

Enclosure 
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Appendix VI: Comments from the Department 
of Commerce 


See comment 1. 


See comment 2. 


Department of Commerce 
Natfooal Oceanic and Atmospheric Administration 
Comments on the Draft GAO Report Entitled 
“Climate Change: Financial Risks to Federal and Private Insurers 
in Coning Decades are Potentiatiy Significant" 

<GAO-07-28S/March 2007) 

Gencrai Comments 

The Department of Commerce (DOC) appreciates the opportunity to review this report. The 
issues covered in the report are very important and reflect the real world intersection between 
science, policy, and economics. 

We have three major comments on the structure of the report. First, GAO should provide a clear 
definition of the phrase “climate change” at the beginning of its report. While it is addressed on 
page 2, CXXl recommends the authors refer to the definition provided by the 2007 
intergovemmentai Panel on Climate Change (IPCC) Working Group I: 

IPCC Working Group 1 Climate Change Definition 

Climate change refers to a change in (he state of the climate that can be identified (e.g.. 
using statistical tests) by changes in the mean and/or the variability of its properties, and 
that pereisK for an extended period, typically decades or longer. Climate change may be 
due to natural internal processes or external forcings, or to persistent anthropogenic 
changes in the composition of the atmosphere or in land use. 

The second comment is directed to page 2 of the report and relates to (he discussion of fi^uency 
and intensity of weather phenomenon. The authors write: 

"Regardless of the cause, increasing temperatures — accompanied by changes in other 
aspects of the climate — may impact communities and. by extension, the insurance 
industry by altering the frequency or seventy of weather-related events such as 
hurricanes, tornadoes, severe thundersioims and hail everts, and wildfires." 

While DOC recognizes the IPCC’s Fourth Assessment Report was not available at the time of 
GAO's review, the issue of frequency and intensity has been well discussed in the scientific 
community, and policy makers would benefit from drawing information from the IPCC's 
Summary for Policy Makers for Working Group 1 According to page I D of this summary, 
"there is insufficient evidence to determine whriher trends exist. . .in small scale phenomena such 
as tornadoes, hail, lightning, and dust storms.” The authors could state the frequency of heavy 
precipitation events has increased over most land areas... {page 8). On hurricanes, IPCC notes 
an increase in "intense tropical cyclone activity.” but also mentions "there is no clear trend in the 
annual numbers of tropical cyclones,” which refers to frequency. Tropical cyclones projections 
are addressed on page 16 of the summary, wherc the IPCC projects future tropical cyclones will 
become more intense, but there is less confidence in projections of a global decTca.se in numbers 
of tropical cyclones. 
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Appendix VI: Comments fVcun the Department 
of Commerce 


See comment 3. 


See comment 4. 


Further, DOC notes the report could be strengthened by a discussion of what is meant by 
“altering the frequency or severity of weather-related events" and how this is linked to risk. For 
example, altoing calha- the frequency or severity ofhi^ impact extreme weather-related events 
could result in a five fold increase in risk for what has been considered a 500-year event (i.e.. 
probability of occurring in a given year - 1/500) shifts under climate change to be a 100- year 
event (i.e., probability of occurring in a given year = 1/100). 

The third comment is the report should examine coastal development impacts more rigorously. 
The National Oceanic and Atmospheric Administration (KOAA) has done work that uses data 
from the Bureau of foe Census to show coastal communities have seen population growth of 
nearly 40 million people from 1 970 to 2000. The authors refer to Roger Pielke, Jr.'s work on 
coastal impacts, but cite it only to show foal more intense hurricanes tend to have higher impacts. 
Pielke, Jr., and others, including Chris Lartdsca of NOAA and Kerry Emanuel of Massachusetts 
institute of Technology, have examined hurricanes, climate change, and development, and found 
coastal development has increased foe vulnerability to winter storm surge, wind damage, and 
hurricanes. These vulnerabilities, due to high risk coastal development, will only be amplified 
by climate change related increases in the froquency or severity of high impact extreme weather- 
related events. 

The authors cite anecdotal evidence, such as increased development in the area hit by Hurricane 
Andrew, but the rcpttrt lacks analysis of foe longtcnn trends arid does oot quantify what portion 
of the increase to losses is attributable to societal change and economic development as 
referenced on page 5ft in the Munich Re consensus statement. This would be useful information 
for policy makers. 
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Appendix VI: Comments from the Department 
of Commerce 


The following are GAO's comments on the Department of Commerce’s 
letter dated February 26, 2007. 


GAO Comments 


We agree that a clear and accurate definition of climate change is a 
necessary prerequisite for any discussion of the issue. While a variety 
of definitions for the term are in use, we did not attempt to 
independently define the term. Rather, we relied upon the IPCC’s most 
current publicly-available definition. 


2. We revised the introductory statement referred to in Commerce’s 
comments for editorial purposes (see page 2). To the extent 
practicable, we also incorporated the Working Group I Summary for 
Policymakers of the IPCC’s Fourth Assessment Report into the 
detailed discussion of the potential changes in the frequency and 
severity of weather-related events identified in the 2001 Third 
Assessment Report (see pages 8 to 13). 


3. We included an elaboration on page 14 of how altering the frequency 
and severity of weather-related events is linked to risk. 


4. It was outside the scope of this report to conduct our own quantitative 
trend analysis of the relative roles of societal factors (such as 
development or agricultural prices) and climate change in shaping the 
increases in weather-related insured losses observed in the data. In 
resportse to the comment, however, we clarified which studies we 
reviewed that addressed this question, both for coastal hazards (such 
as hurricanes) and inland hazards (such as drought and excess 
moisture). 
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AMERICA’S CLIMATE SECURITY ACT OF 2007, 

S. 2191 


TUESDAY, NOVEMBER 15, 2007 

U.S. Senate, 

Committee on Environment and Public Works, 

Washington, DC. 

The full committee met, pursuant to notice, at 10 a.m. in room 
406, Dirksen Senate Office Building, Hon. Barbara Boxer (chair- 
man of the full committee) presiding. 

Present: Senators Boxer, Inhofe, Lieberman, Carper, Klobuchar, 
Warner, Voinovich, Isakson, Vitter, Barrasso, Craig, Alexander, 
and Bond. 

STATEMENT OF HON. BARBARA BOXER, U.S. SENATOR FROM 
THE STATE OF CALIFORNIA 

Senator Boxer. Good morning. The hearing will come to order. 

We are very happy to be here again to talk about a very impor- 
tant subject that my colleagues wanted to have more hearings on. 
We are hoping they do come. 

I note Senator Voinovich is here, and that is very good. Senator, 
I think that much of you. 

But let me just say, instead of going through my usual opening 
of these hearings, which is that we have to act, we must act, and 
praising Senators Lieberman and Warner for all their work and all 
my colleagues for their help and the outside groups, what I want 
to do for my opening statement, which is 5 minutes, is to call our 
attention to an article today in the New York Times: Governors 
Join in Creating Regional Pacts on Climate Change. There are 
three really wonderful photographs of my Governor, Governor 
Schwarzenegger, talking about the threat of greenhouse gases. We 
all know that Arnold Schwarzenegger is a Republican. Utah Gov- 
ernor John Huntsman said western Governors are setting ambi- 
tious targets. He is in this article. And he is a Republican. And 
Democratic Governor Brian Schweitzer, a Democrat, of Montana, 
saying, do something, anything, move. 

And I can’t tell you how excited I am about this, because there 
is going to be a big advertising campaign. Now, I am not under- 
estimating the fact that the other side will have one as well. But 
I want to talk about this one. Beginning Monday, three western 
Governors will appear in a nationwide television advertising cam- 
paign sponsored by an environmental group trying to generate pub- 
lic and political support for climate change legislation now before 
the Senate. The 30-second ad features Arnold Schwarzenegger, Re- 
publican, of California, John Huntsman, Republican, of Utah, and 
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Brian Schweitzer, Democrat, of Montana, standing in casual 
clothes in scenic spots, talking about the threat posed by green- 
house gas emissions. 

The Nation’s Governors are acting, but Congress is not, they say. 
Now it is their turn, says Arnold Schwarzenegger. And indeed, I 
couldn’t agree more. This is the moment, and we are poised to do 
landmark legislation. I know that I sometimes reiterate and my 
kids tell me that all the time, but I think some things are worth 
repeating, and that is that we have a window here to act, and we 
need to act. I truly believe that our generation is going to be judged 
by whether or not we do the right thing at this moment. 

Senator Warner, who I understand will be here in a little while, 
when he comes, if it is okay with my colleagues, we will stop what 
we are doing and listen to him, because he has that problem of not 
being able to sit for long periods of time. And Senator Lieberman, 
this amazing breakthrough that they achieved, the many hearings 
that we have held and all the groups that have come to the table, 
this is not an easy thing to do. But I am convinced we can and 
must act. 

With that, here we are at another hearing. I am very happy to 
see three of my Republican friends here. I hope colleagues on both 
sides will come throughout the morning. That is about what I have 
to say. I have made copies of this article for Senators, if you are 
interested in reading the entire thing. I will place this in the 
record, without objection. 

We are going to go in order of arrival, which I have here as Sen- 
ator Barrasso. 

STATEMENT OF HON. JOHN BARRASSO, U.S. SENATOR FROM 
THE STATE OF WYOMING 

Senator Barrasso. Thank you. Madam Chairman. Thank you 
again for the hearing. 

As I have stated throughout this debate on this legislation, we 
must adapt, we must make changes to address the effects of global 
warming. This past weekend, flying home to Wyoming as I do 
every weekend, there is a special energy section of the Financial 
Times. And in it, they said. Big Hopes Pinned on Carbon Capture. 
I would just like to read a couple of paragraphs from here. It says, 
“Coal is abundant and relatively cheap. China and India have huge 
coal reserves and are using it to fuel their rapid economic develop- 
ment.” Then it says, “Asking developing countries not to exploit 
their coal reserves is unrealistic, say many energy analysts. The 
answer is finding a way to burn coal that limits its carbon emis- 
sions, hence the current interest in so-called clean coal technology. 
Clean coal technology includes equipment to make coal-fired power 
plants more efficient, such as super-critical boilers. But the most 
exciting prospect is so-called carbon capture and storage, which in- 
volves capturing the carbon dioxide before it is released into the at- 
mosphere, turning it into a liquid and storing it.” 

Then it goes on, and I have a chart to show exactly this quote. 
This is from Lord Oxbow. It says, “Lord Oxbow, former chairman 
of Shell, said in an energy debate last month that clean coal tech- 
nology was the world’s best hope for tackling climate change.” 
Clean coal technology, the world’s best hope for tackling climate 
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change. He said coal would continued to be burned, and while re- 
newables and nuclear could play a part in reducing emissions, car- 
bon capture was the only technology for managing climate change 
that we cannot do without. The only technology for managing cli- 
mate change that we cannot do without. 

Madam Chairman, the World Energy Congress met this past 
week in Rome. There is a story out in the Associated Press today, 
dateline actually yesterday, it says, “China and India are under 
pressure to reduce their carbon emissions by energy executives and 
Government representatives. The energy executives and Govern- 
ment representatives agreed yesterday that the two blooming eco- 
nomics will be sticking with coal, whether the rest of the world 
likes it or not.” 

And then they quote the Secretary of the Indian Ministry of 
Power: “India and China need cleaner coal technology. That is the 
technology they are going to use for generating power, whether the 
rest of the world likes it or not.” And we heard here in testimony 
the other day that, well, if we develop the technology and put on 
these restraints that may affect our economy negatively, that 
China and India would just follow suit because of our leadership 
in the world. I am not convinced, and this comment out of the 
World Energy Congress by the Indian Ministry of Power says they 
are continuing to use coal, whether the rest of the world likes it 
or not. So Madam Chairman, I think that we need to work and put 
the effort into the technology, which then we can get spread around 
the world, so we can continue to use the sources of energy which 
are certainly important in the west, coal, but also which are going 
to continue to be used for the next half century in China and India. 

Thank you. Madam Chairman. 

Senator Boxer. Senator Barrasso, I just think you made the case 
for the Lieberman- Warner bill. The Lieberman-Warner bill has 
many provisions designed to assure that coal will continue to play 
a large role in our energy portfolio, clean coal. And this bill devotes 
tens of billions of dollars to clean coal. It is really a Manhattan 
Project for coal. 

So I hope that in your conversations with Senator Warner and 
Senator Lieberman, you will give them the opportunity to go 
through this and show you why what you said is thoroughly con- 
sistent with the bill that they have written. 

Senator Barrasso. As long as there are guidelines that are such 
that we can continue to move toward credible numbers, rather than 
put a number so high that people wave a surrender flag. 

Senator Boxer. Well, you know, everybody wants it done exactly 
the way they want it done. But I just need to tell you that every- 
thing that you said about coal is reflected in this bill. In many 
ways, so much so that other people are critical of it, they say it is 
too much. But it is all right. I think what you said is key. I think 
again, it gives me hope that you can come on board with this bill, 
hopefully. 

Senator Carper. 
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STATEMENT OF HON. THOMAS R. CARPER, U.S. SENATOR 
FROM THE STATE OF DELAWARE 

Senator Carper. I have no comments, other than to say welcome, 
we are delighted to have you here. We have had a chance to say 
our piece for the last couple of weeks, and today we would love to 
hear you say yours. Thank you for joining us and to help us shape 
this legislation. 

Senator Boxer. Thank you. Senator. 

Senator Voinovich. 

STATEMENT OF HON. GEORGE VOINOVICH, U.S. SENATOR 
FROM THE STATE OF OHIO 

Senator Voinovich. I thought this was good, what Senator 
Barrasso said. We want to accomplish the same thing. 

Senator Boxer. Good. 

Senator Voinovich. The question is how do we get there. 

Senator Boxer. Good. 

Senator Voinovich. On this final hearing before markup, I want 
to again express my concern with the lack of time to respond to the 
legislative text or receive an EIA or EPA analysis of what must he 
the most significant legislation ever to appear before this Com- 
mittee, rivaling the Clean Air Act and the Clean Water Act and 
other environmental statutes combined. We have to understand 
that this is the most significant legislation that we have ever con- 
sidered in this Committee probably in its history. 

The bill will place a massive bureaucratic intrusion into the 
American lives, it will have a profound impact on businesses, com- 
munities and families. Madam Chairman, you seem ready to dis- 
regard the modeling data presented by Charles River Associates 
during last week’s hearing, preferring analyses conducted by envi- 
ronmental organizations instead. But this is the only comprehen- 
sive analysis of the proposal we have. And while we may not like 
the story that emerges from the data, there is no credible reason 
to disregard its results. 

The analysis presented by Anne Smith, who is a highly regarded 
economist, presented a devastating critique of this policy proposal, 
estimating that by 2020, the policy would result in the loss of as 
many as 3.4 million American jobs, an annual decrease in disposal 
income by as much as $2,500 and annual losses in GDP of $1 tril- 
lion. It is important to note that these projections are national 
averages. 

In reality, the impacts will be far greater for States in the Mid- 
west, Great Plains and Southeast who depend on coal for much of 
their electricity. In fact, Duke Energy, a major electricity provider 
in Ohio, released data indicating that customers in their service 
area could suffer a 53 percent increase in electricity bills when this 
policy becomes effective in 2012. Duke Energy, as many of you 
know, is a U.S. CAP company, many of whom are now coming out 
against this policy proposal as demonstrated by a November 14th 
letter from the International Climate Change Partnership. 

Madam Chairman, I would ask that this letter be inserted in the 
hearing record. 

Senator Boxer. Without objection. 
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Senator Voinovich. I see nothing that would dispute the mod- 
eling results presented by Ms. Smith. In fact, they are consistent 
with what many expected from this proposal. Senator Lieberman 
himself confirmed this policy was more aggressive and costly than 
S. 280, and the numbers bear this out. 

I urge my colleagues to take a hard look at Ms. Smith’s analysis. 
Indeed, we are staring down the barrel of a gun. But the gun has 
two barrels. One may be climate change, but the other is our com- 
petitive position in the global marketplace. While there is little 
question that this policy will hurt our economy, it is far from clear 
that the bill will do anything to avert climate change. In fact, we 
look to EPA’s analysis of previous bills, some even more stringent 
than this proposal, and the evidence suggests that it will not. 

I agree with the Chairman’s statement of Tuesday that we 
shouldn’t let the perfect be the enemy of the good. But this problem 
is not so simple. The evidence suggests that this bill is neither per- 
fect nor good. Proponents of this legislation like to point to the eco- 
nomic impacts of previous environmental initiatives as evidence 
that compliance costs won’t be as dire as predicted. 

And maybe the impacts won’t be as hard-hitting in States that 
use little or no coal for electricity or have no manufacturing base. 
But in States like Ohio, we are all too familiar with the results. 
Natural gas prices are up 300 percent since 2001. And we have 
seen the exodus of manufacturing jobs to overseas markets, stem- 
ming largely from poorly-calibrated environmental policies. 

Moreover, solving the problem is not as simple as forcing compa- 
nies to install end of pipe technologies, because the technologies 
don’t exist. Senator Barrasso made a good point with the Financial 
Times. Solving this problem will require technological revolution 
and a wholesale transformation of our economy centered on the 
way we use and produce energy. 

I will be the first to agree that there has been a void in the de- 
bate concerning the appropriate policy in terms of climate change. 
But there are alternative policies now under consideration that are 
less intrusive, less costly and that will achieve greater reductions 
in emissions faster than what we are considering today. Policy ap- 
proaches that better stimulate actual innovation and trans- 
formative technologies, better avoid administrative complications, 
and this will be a gigantic administrative undertaking by the EPA 
to put this legislation into place, better address the challenge of a 
newly-industrialized world, and that better address avoidance be- 
havior and that limit opportunities to game the system. 

I urge my colleagues to slow this process down, so that a reason- 
able policy to address climate change can be developed. It makes 
no sense for us to empower a gigantic bureaucracy with control 
over nearly every aspect of the American economy and indeed, our 
lives, for little or no environmental benefit. There are alternatives 
that should be and must be considered before moving forward with 
this proposal. 

And Madam Chairman, I hope that we consider those alternative 
proposals before we hit the Floor, and if we don’t, then we will dis- 
cuss them next year when this bill does hit the Floor of the United 
States Senate. 

[The prepared statement of Senator Voinovich follows:] 
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Statement of Hon. George V. Voinovich, U.S. Senator from the 
State of Ohio 


Madam Chairman, 

On what is the final hearing scheduled for S. 2191 before mark-up, I again want 
to express my concern with the lack of time to respond to the legislative text, or 
receive an EIA or EPA analysis, of what may be the most significant legislation ever 
to appear before this committee — rivaling the Clean Air Act, Clean Water Act and 
other environmental statutes combined. 

This bill contemplates a massive bureaucratic intrusion into Americans lives that 
will have a profound impact on businesses, communities and families. Madam 
Chairman, you seemed ready to disregard the modeling data presented by Charles 
River Associates during last week’s hearing — preferring analyses conducted by envi- 
ronmental organizations instead. But this is the only comprehensive analysis of the 
proposal we have. And while we may not like the story that emerges from the data, 
there is no credible reason to disregard its results. 

The analysis presented by Anne Smith, who is a highly regarded economist, pre- 
sented a devastating critique of this policy proposal, estimating that by 2020 the 
policy would result in the loss of as many as 3.4 million American jobs; an annual 
decrease in disposable income by as much as $2500; and annual losses in GDP of 
$1 trillion. Naturally, the prices of electricity, natural gas, gasoline and other neces- 
sities skyrocket under this proposal. 

It is important to note that these projections are national averages. In reality, the 
impacts will be far greater for states in the Midwest, Great Plains and Southeast 
who depend on coal for much of their electricity. In fact, today Duke Energy, a 
major electricity provider in Ohio and a U.S. Cap company I might add, released 
data indicating that customers in their service area could suffer a 53 percent in- 
crease in electricity bills when this policy becomes effective in 2012. 

I have seen nothing that would dispute the modeling results presented by Ms. 
Smith. In fact, they are consistent with what many expected from this proposal. 
Senator Lieberman confirmed in last week’s hearing that this was a more aggressive 
and costly policy than S280, and the numbers bear this out this prediction. 

I urge my colleagues to take a hard look at Ms. Smith’s analysis. Indeed we are 
staring down the barrel of a gun, as many of our environmental friends like to point 
out. But the gun has two barrels — one may be climate change, but the other is our 
competitive position in the world market place. And while there is little question 
that this policy will hurt our economy, it is far from clear that the bill will do any- 
thing to avert climate change. In fact, if we look to EPA’s analyses of previous 
bills — some even more stringent than this proposal — the evidence suggests that it 
will not. 

I agree with the Chairman’s statement of Tuesday that we shouldn’t let the per- 
fect be the enemy of the good. But this problem is not so simple: the evidence sug- 
gests that this bill is neither perfect, nor good. 

Proponents of this legislation like to point to the economic impacts of previous en- 
vironmental initiatives as evidence that compliance costs won’t be as dire as pre- 
dicted. And maybe the impacts won’t be as hard hitting in states that use little or 
no coal for electricity or that have no manufacturing base. But in states like Ohio, 
we’re all too familiar with the results: natural gas prices are up 300 percent, and 
we’ve seen an exodus of manufacturing jobs to overseas markets, stemming largely 
from poorly calibrated environmental policies. 

Moreover, Carbon dioxide is more ubiquitous and more difficult to control than 
the criteria air pollutants subject to caps under current Clean Air Act programs. 
Solving this problem is not as simple as forcing companies to install end of pipe 
technologies because the technologies don’t exist. Solving this problem will require 
technological revolution and a wholesale transformation of our economy, centered on 
the way we use and produce energy. 

I will be the first to agree that there has been a void in the debate concerning 
the appropriate policy address climate change, leaving many to believe that cap and 
trade is the only policy option to address this problem. But there are alternative 
policies now under consideration that are less intrusive, less costly and that will 
achieve greater reductions in emissions faster than what we now consider. Policy 
approaches that: better stimulate actual innovation in transformative technologies; 
better avoid administrative complications, better address the challenge of the newly 
industrializing world; and that better address avoidance behavior and that limit op- 
portunities to “game the system.” 

I urge my colleagues to slow this process down so that a reasonable policy to ad- 
dress climate change can be developed. It makes no sense for us to empower a giant 
bureaucracy with control of nearly every aspect of the American economy, and in- 
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deed our lives, for little or no environmental benefit. There are alternatives that 
should and must he considered before moving forward with this proposal. 

Thank you. 

Senator Boxer. Thank you, Senator. 

Senator I wanted you to know yesterday our staff walked your 
staff through a modeling that used the EIA data, the same com- 
puter modeling. So they have been briefed on this and I want to 
make sure that you get a copy of it. So the Department of Energy, 
we use the same computer modeling the Clean Air Task Force did, 
and we came up with a model here which we shared with your 
staff. We have also joined. Senator Lieberman has, in asking EPA 
to do a model. So we are very much looking forward, because this 
model came out really well in terms of economic growth. But I just 
wanted to make sure you knew your staff was briefed on this. 

Senator VoiNOViCH. May I point out. Madam Chairman, that the 
Clean Air Task Force is an environmental organization. 

Senator Boxer. Yes, I know that. 

Senator VOINOVICH. And I want to say this, I want to publicly 
thank you for the fact that you and your staff have requested an 
impact statement of this legislation by the EPA and by the Energy 
Information Agency. Thank you very much. 

Senator Boxer. You are very, very welcome. This is true that the 
Energy Department will, however, use the same computer. So I 
just, hopefully that will come out the same way. 

Now, we are just going to go down in order of arrival, but I have 
to ask if my wonderful Ranking Member will give his opening 
statement, and then we will go down the rest. 

STATEMENT OF HON. JAMES M. INHOFE, U.S. SENATOR FROM 
THE STATE OF OKLAHOMA 

Senator Inhofe. I will, and I thank you for that. 

We have a problem that Senator Warner and I both have, and 
that is that we are having our U.S. Army hearing in the Senate 
Armed Services Committee, it is required attendance. Kind of like 
this is. Madam Chairman. 

Senator Boxer. Yes, I know. 

Senator Inhofe. I found the legislative hearings conducted over 
the last week to be really informative. I am sure it has been the 
case for other members of the Committee. As we begin the process 
of digesting this testimony, I would like to share what I think are 
common themes of all the hearings. This will be very, very costly. 
I think we understand that. The impacts will be severe and the bill 
will have significant impacts on energy markets. 

There remain some fringe elements who still claim that this bill 
will create jobs instead of destroy them. But most of the people are 
acknowledging that this bill will cost a great deal of money. Indeed, 
I appreciate the acknowledgement by one of the sponsors of this 
bill. Senator Lieberman, who was quite candid that this bill would 
cost hundreds of billions of dollars. We have heard testimony from 
perhaps the premier econometric modeling firms in the Country 
that found the impacts of this bill would be substantial, with the 
national costs escalating up to between $800 billion and $1 trillion 
a year. The Midwest and South will see the most dramatic in- 
creases. If we are lucky, the Northeast and California will see dra- 



354 


matic increase in the LNG imports. If we are not, the economic 
consequences of the bill will be even worse. 

A November 6th Washington Post article put it succinctly when 
it stated that the current global warming proposals will “require a 
wholesale transformation of our Nation’s economy and society.” The 
fact is that many U.S. businesses are at the margin and industries 
such as iron and steel, concrete, fertilizer, manufactured goods 
would be forced overseas. We have found several witnesses that 
were very emphatic as to that kind of effect it would have on Amer- 
ica. 

So what I would like to do. Madam Chairman, is I will be going 
back and forth between the two committees, I would like to put the 
rest of my statement into the record. 

[The prepared statement of Senator Inhofe follows:] 

Statement of Hon. James M. Inhofe, U.S. Senator from the 
State of Oklahoma 

Madame Chairman, I have found the legislative hearings conducted over the last 
week to be quite informative, as I’m sure has been the case for other Members of 
the Committee. As we begin the process of digesting the testimony, I would like to 
share what I think are the common themes of all these hearings: this will be very, 
very costly; the impacts will be severe; and the bill will have significant impacts on 
energy markets. 

There remain some fringe elements who still claim that this bill will create jobs 
instead of destroy them. But most people are acknowledging that this bill will cost 
a great deal of money. Indeed, I appreciate the acknowled^ent by one of the spon- 
sors of this bill. Senator Lieberman, who was quite candid that this bill will cost 
hundreds of billions of dollars. We have heard testimony from perhaps the premier 
econometric modeling firms in the country that found the impacts of this bill would 
be substantial — with national costs escalating to between $800 billion to $1 trillion 
per year and costs of up to $2700 annually or more than $200 per month to the 
average family. Within just a few years, up to 2.3 million people will be put out of 
work by this bill and the cost of gasoline, natural gas and electricity will skyrocket, 
with electricity prices climbing 36-65 percent. 

The Midwest and the South will see the most dramatic increases. If we’re lucky, 
the Northeast and California will see dramatic increases in LNG imports. If we’re 
not, the economic consequences of this bill would be even worse. 

A November 6 Washington Post article put it succinctly when it stated that the 
current global warming proposals “will require a wholesale transformation of the 
nation’s economy and society.” 

The fact is that many U.S. businesses are at the marmn, and industries such as 
iron and steel, concrete, fertilizer, and manufactured goods would be forced overseas 
where the carbon footprint would only grow. I would also add that if the costs to 
provide concrete increases dramatically, it will drive up the costs of highway 
projects. Moreover, no one has any idea how we will make up the over 30% energy 
shortfall by 2020. 

Much has been made about the California experience, but it is important to re- 
member they are still in the planning phase, and not only have they not decided 
how to make their reductions yet, but they haven’t started reducing yet either. 

The fact is that this bill is not ready for prime time. It appears structured to fail. 
While they have yet to oppose it officially, it is clear from the positions taken by 
organized labor that it has serious concerns with this bill and what that will mean 
to America’s workers. In closing, I would ask my colleagues who are thinking of vot- 
ing for this bill one question: for all the pain and disruption this bill will cause to 
our nation’s families, what are we buying? 

From EPA’s October 1st analysis, it is clear that our unilateral actions of this 
magnitude will still do nothing to avert increasing concentrations of greenhouse 
gases — instead of being slightly above 700 parts per million at the end of the cen- 
tury, we will be at slightly under 700 parts per million — 300 parts per million above 
today’s levels. If there is to be any opportunity to reduce global concentrations, it 
will have to come from the emerging nations that will be responsible for increasing 
those concentrations. This bill fails to do that. 

It was true ten years ago when we passed Byrd-Hagel, and it is true today — we 
should not pass a law if it harms the American economy or if developing countries 
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are not part of the equation. This bill fails on both those fronts and should be re- 
jected. 

Senator Boxer. Yes, sir, absolutely will do. And we will go back 
to our time of arrival, and that would be Senator Vitter. 

STATEMENT OF HON. DAVID VITTER, U.S. SENATOR FROM THE 
STATE OF LOUISIANA 

Senator Vitter. Thank you. Madam Chair. I continue to have 
very serious concerns about the bill, and I will mention just a few. 

First of all, I want to agree with Senator Voinovich, associate 
myself with all of his comments about the absolute need for more 
time to understand the precise impacts of this specific bill. I don’t 
think we have had that. Just as a for instance, every day I heard 
from Louisiana constituents about energy prices, about prices at 
the pump, about the price of natural gas, and that impact, about 
all energy prices. I would like to see a clear, rigorous analysis, a 
clear consensus opinion on what this bill does to energy prices, gas- 
oline prices at the pump, natural gas prices. I haven’t seen that 
clear, rigorous consensus analysis. 

I think that is a pretty minimal request to consider and vote on 
this bill and amendments to this bill, particularly when every day, 
all of us are deluged with calls about energy prices, what is going 
to be the impact. That is just one example. We need more time for 
that rigorous analysis. 

I know there are models out there, all sorts of other things. Most 
of them are based on general discussion and not the specifics of 
this bill, which we need to look at. 

Secondly, I also want to agree with Senator Barrasso. I just have 
a fundamental disagreement, I guess, with some people’s notions of 
international negotiations and negotiating strategy. Everyone 
agrees that no U.S. legislation will have any impact on the problem 
if there isn’t dramatic change in countries like China and India. 
Everybody agrees with that. I think it is a pretty fundamental 
question whether the right way to achieve that is just going off on 
our own and causing enormous costs to our economy and giving 
them a huge additional competitive advantage in terms of their 
economy and hoping they follow when they will be doing quite well 
economically because of our actions, even better competitively than 
now, or whether in fact that would be throwing all the leverage we 
have in international discussion away. 

Seems to me the huge leverage we have on this topic in the 
international arena is the ability to tie our actions with require- 
ments of other countries and other peoples, and we would basically 
be throwing that out the window. I don’t know what leverage we 
would have left. So there is just a fundamental issue and disagree- 
ment there. 

With that. Madam Chairman, I will end and look forward to the 
testimony of all our witnesses and I thank them all for being here. 

[The prepared statement of Senator Vitter follows:] 

Statement of Hon. David Vitter, U.S. Senator from the State of Louisiana 

Madame Chairman, thank you for agreeing to hold this hearing today on S. 2191, 
America’s Climate Security Act. 
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This bill has been the focus of attention for thousands of my constituents. I’ve met 
people and industries who have come out of the woodwork to express their grave 
concern with this bill. 

The more time I spend focusing on this bill, the more I’m concerned about two 
things the proponents of this legislation tout. 

The Environment: supporters of this bill claim that this legislation will improve 
the environment and reduce greenhouse gas concentrations in the environment. 
Those sound like laudable goals; however, will that be the outcome? Imposing man- 
datory reductions in greenhouse gas emissions will increase the cost of doing busi- 
ness in the United States. There is no question. The bill’s sponsors have admitted 
this fact. 

Keep in mind that the United States already has some of the most stringent envi- 
ronmental and labor standards. The United States is already in the world one of 
the most expensive places to do business. So, what happens when U.S. manufactur- 
ers decide that due to this additional regulation — that the majority of other nations 
do not have to deal with — to move their operations to China, Mexico or India? How 
stringent are the environmental standards in these countries? How can our labor 
unions compete? 

What is the net effect on the environment? I can tell you that the greenhouse gas 
emissions per kilo-watt hour in the United States is much lower than that of those 
other nations such as China and India. This bill has just increased pollution, lost 
American jobs and left an abandoned factory in the United States. 

The Economy: How does the economy respond to this bill? Well, as all of these 
American manufacturers move to China, Mexico or India, our unemployment in- 
creases, our tax base decreases, our economy slumps. It is very simple, increasing 
the cost of doing business and regulation in an already expensive business climate, 
decreases employment opportunities, income and economic activity. The United 
States will lose its leverage and global competitiveness unless we have these other 
nations at the table. 

The proponents of this bill will argue that this bill will benefit the economy and 
environment. To those claims I respond, then let the Energy Information Adminis- 
tration and others fully evaluate the bill. We need a clear analysis of how this bill 
will impact energy prices, natural gas prices, prices at the gas pump and how it will 
impact ratepayers and consumers. Driving blind like what is being proposed in this 
bill could have dire consequences. I want to thank our witnesses today and look for- 
ward to hearing from you. 

Senator Boxer. Senator, thank you very much. 

I am compiling the list of hearings we have had on global warm- 
ing since January and the hearings we have had on this bill and 
the briefings we have had on this bill and the daily briefings staff 
has given. Look, I have been here for 25 years in the Congress. I 
wasn’t born yesterday, that is obvious. The fact is, I know when 
there is a sincere call for more information and when it is just 
delay. 

You could just see it, because every time we have a hearing, 
every comment from the other side, who all want, they want more 
time, it is the same comment all the time. It is, this is the worst 
thing since sliced bread, this is the worst thing, this is horrible. 
Now, either we are going to have a do something committee, or a 
do nothing committee. If I felt that we couldn’t move on anything, 
if I felt that we couldn’t do any good, I would just hand over the 
gavel. I would hand it back — well, no, not that direction, hand it 
in this direction. 

[Laughter.] 

Senator Boxer. I knew that would get your attention. But the 
bottom line is, we need to do something. The people want us to do 
something and they want us to do something good. And they want 
us to do something relevant. 

When you have three Governors chastising the Congress, they all 
have credibility, two Republicans, one Democrat. They are saying. 
Congress, do something. We have the States acting. We have the 
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cities acting. We have the world acting. We have individuals acting. 
And for us to be so late to this issue is a real stain, I think, on 
this Congress. 

So I have done everything that I can do to give you the time, give 
you the information. We are going to take every amendment that 
you may offer in the markup, we will stay here through the night, 
into the morning and days and we will get it done. 

But I will just say now, because there is this constant ask for 
more time, I would be so bold as to say we could take another year 
and I don’t think I would pick up another vote from the people who 
do not really want to move on this. And I think then that is a 
sham. 

So the bottom line is, I would say to any of you who feel you need 
more information, I will sit with you one on one and give you every 
piece of information. This model that was done is an up to date 
model. And it is done with the Department of Energy’s computer 
model program. We will give you everything that you need. Then 
if you feel that it is still not a good idea to vote for that legislation, 
I totally understand and respect that point of view. 

But let’s not make a false argument that we need more time, be- 
cause we all know around here what that means. That means 
doing nothing. And I would rather take this as far as we can. If 
we don’t have it at the end of the day, we don’t have it at the end 
of the day. But I feel I need to move this now, because the window 
is closing. And I feel very, very strongly about that. 

Senator Cardin. 

STATEMENT OF HON. BENJAMIN L. CARDIN, U.S. SENATOR 
FROM THE STATE OF MARYLAND 

Senator Cardin. Thank you. Madam Chair. I agree with your 
comments. I have only been a Senator since January, but I can tell 
you, we have been talking about this legislation and this issue 
since my arrival in the United States Senate. I have been in the 
Congress for 20 years. And we have been talking about this issue 
during my 20 years in the U.S. Congress. So this is not a new sub- 
ject. And there has been a great deal of debate within the Congress 
as to what to do about the problems of global climate change. 

Legislation was introduced earlier in this Congress by many 
members. And I applaud the efforts, as I have said before, of Sen- 
ator Lieberman and Senator Warner and the Chairman of our 
Committee, for bringing together a bill that we can move forward. 
It won’t be a perfect bill, but it will be a credible bill. I think that 
is our challenge, to be a player not only in the United States on 
global climate change, but to be an international leader, so that we 
can do what we need to do as a responsible player internationally.s 

So I applaud your efforts. Madam Chair, and I hope we will be 
able to move a bill shortly. I thank you for having another hearing 
with experts who I think can add to the record of our Committee, 
which is very, very important. 

Just yesterday, the President’s science advisor. Dr. John 
Marburger, testified before the Senate Commerce Committee on 
the state of climate science. In his testimony. Dr. Marburger ac- 
knowledged that climate change is occurring and that there is a 
level of urgency to begin reducing greenhouse gas emissions. It is 
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refreshing and timely to hear a representative of the Administra- 
tion make these statements as we consider America’s Climate Se- 
curity Act of 2007. 

As I have noted in the past, this legislation provides a solid 
framework to address the most compelling environmental energy 
independent and national security issues facing our Nation. I be- 
lieve that there are particular ways that this legislation can he 
strengthened. I talked to my colleagues about that. I believe we 
need to tighten the emission caps and be more rapid transition to 
full auction of emission allowances. In addition, as I said at Tues- 
day’s hearing, we need to be more fully engaged in providing solu- 
tions to the transportation sector. 

We also need to include provisions in this legislation to enhance 
the scientific community’s ability to monitor the evolving state of 
our climate system. Let me just focus on this area for one moment. 
The transportation sector is responsible for 28 percent of the total 
U.S. greenhouse gas emissions. Any effective climate policy must 
address the mitigation of emissions from this sector. We indirectly 
consider emissions from this sector in terms of fuel, but we could 
do more. 

We will hear today from Washington State King County Execu- 
tive Ron Sims. I look forward to Mr. Sims’ testimony on the use 
of new fuel technologies, particularly biofuels, and how his county 
has purchased hybrid vehicles as part of their fleet. These are ex- 
amples of the sort of direction we should be heading nationally to 
reduce our carbon emissions in the transportation sector. 

Madam Chair, I want to mention one additional point that I 
think is important, and that is for years, we have been degrading 
the ability of our Nation to use scientific information to help us in 
these areas. There have been funding cuts to NASA and NOAA’s 
capabilities to monitor Earth climate systems, particularly satellite 
platforms. This legislation that we are considering requires reviews 
by the National Academy of Sciences to assess the effectiveness of 
the law in reducing greenhouse emissions and how the climate has 
been impacted by these efforts. But we don’t provide any resources 
to conduct this vital science. 

I hope that we will look at strengthening the capacity to monitor 
the state of global climate, including atmosphere and oceans. These 
science observations are vital to our understanding of climate 
change decades out. They will also serve much shorter term needs, 
including daily weather predictions and the associated issuance of 
timely warnings to protect lives and property. 

I have heard my colleagues talk that we want to make science- 
based judgments, so let’s give capacity to our agencies to provide 
that information to us. Climate change will likely lead to more 
high-impact weather events like stronger hurricanes and heat 
waves. An enhanced environmental monitoring system is essential 
for us to provide the information necessary for emergency man- 
agers and longer term decision makers to deal with the impacts of 
these changes. 

Madam Chair, I look forward to hearing from our witnesses 
today and the continuation of our efforts to try to produce the best 
possible bill to further the policy of our Country to deal with global 
climate change. Thank you. Madam Chair. 



359 


[The prepared statement of Senator Cardin follows:] 

Statement of Hon. Benjamin L. Cardin, U.S. Senator from the 
State of Maryland 

Madame Chairman, thank you. 

Just yesterday, the President’s science advisor Dr. John Marburger testified be- 
fore the Senate Committee on Commerce, Science, and Transportation on the state 
of climate science. In his testimony. Dr. Marburger acknowledged that: 

(1) climate change is occurring and 

(2) that there is a level of urgency to begin reducing greenhouse gas emissions 

It is refreshing and timely to hear a representative of the Administration make 

these statements as we consider America’s Climate Security Act of 2007. 

As I have noted in the past, this legislation provides a solid framework to address 
the most compelling environmental, energy independence and national security 
issue facing our nation. 

I believe that there are particular ways that this legislation could be strength- 
ened. 

Among them are: tightening of the emission caps, a more rapid transition to full 
auction of emission allowances, inclusion of the transportation sector more fully, and 
including provisions in this legislation to enhance the scientific and decision making 
communities’ ability to monitor the evolving state of our climate system. 

I’ll focus on these last two areas for strengthening ACSA in my remaining time. 

As we learned on Tuesday from Dr. David Greene of the Oak Ridge National Lab- 
oratory, in 2005, the transportation sector was responsible for 28% of total U.S. 
greenhouse gas emissions. Any effective climate policy must address the mitigation 
of emissions from this sector. While we indirectly consider emissions from this sec- 
tor in terms of fuel, we can do more. 

As Dr. Greene stated on Tuesday, we should be considering how we develop are 
pubic areas so as to make public transportation more desirable. We should be mak- 
ing improvements to our transportation infrastructure by encouraging the use of 
low-carbon fuels and moving toward greater mass transit vehicle fuel economy. We 
should be encouraging more people to use public transportation. The rising costs of 
fuel and the desire of some mass transit systems to consider upgrades of their vehi- 
cles to those that are more fuel efficient add further urgency to this issue. People 
want safe, reliable mass transit without burdensome costs. 

We can and should be able to meet this need. 

We’ll hear today from Washington State’s King County Executive, Mr. Ron Sims, 
who has taken a leadership role in promoting increased ridership of public transpor- 
tation systems in King County and thereby reducing traffic congestion. I look for- 
ward to hearing more about King County’s use of new fuel technologies, particularly 
biofuels and how his county has purchased hybrid vehicles as part of their fleet. 
These are examples of the sorts of directions we should be heading nationally to re- 
duce our carbon emissions in the transportation sector. 

Madame Chairman, I believe that an additional issue that ACSA could address 
is the degradation of our climate monitoring system. There have been funding cuts 
in NASA’s and NOAA’s capabilities to monitor the Earth’s climate system — particu- 
larly satellite platforms. Given that ACSA requires a periodic review by the Na- 
tional Academy of Sciences of how effective ACSA has been in reducing greenhouse 
emissions and how the climate has been impacted by these efforts, provisions should 
be included in this bill to upgrade and maintain an effective system to monitor the 
state of the global climate including the atmosphere and oceans. Additionally, fund- 
ing should be available to not only take these observations, but to ensure that the 
data provided from these observations is put to greatest use in operational weather 
and climate prediction. 

A suite of observations ranging from surface- based measurements to satellites 
are required to assess the state of Earth’s climate systems so that we can not only 
reduce uncertainties in our climate projections, but also enhance our abilities to bet- 
ter to understand what will be necessary to mitigate and adapt to changing condi- 
tions. 

These observations are not only vital to our understanding of climatic changes 
decades out, but are also important for much shorter-term needs including daily 
weather prediction and the associated issuance of timely warnings to protect lives 
and property. Climate scientists project that climate changes will be potentially as- 
sociated with increasing variability in weather, including perhaps more high-impact 
weather events like stronger hurricanes and heat waves. An enhanced global envi- 
ronmental monitoring system is essential for us to provide the information nec- 
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essary for emergency managers and longer-term decision makers to deal with the 
impacts of these phenomena. 

Further strengthening this bill in the areas of climate monitoring and more fully 
engaging the transportation sector in emissions reductions by promoting public 
transportation systems are among a number issues of considerable interest to me. 

I look forward to hearing from all of today’s witnesses, and working to not only 
strengthen this already strong bill, but also move it quickly and thoughtfully 
through the full Committee and on to the floor of the Senate. 

Thank you to Madame Chairman. 

Senator Boxer. Thank you, Senator Cardin. 

Senator Isakson. 

Senator Isakson. Madam Chair, in the interest of expediting the 
testimony, I will yield back my time. 

Senator Boxer. That was nice. 

Senator Bond. 

STATEMENT OF HON. CHRISTOPHER S. BOND, U.S. SENATOR 
FROM THE STATE OF MISSOURI 

Senator Bond. Thank you very much. Madam Chair. 

Senator Boxer. It is always good to see you, sir. 

Senator Bond. I apologize for the delay. I had to appear on the 
Floor. But I didn’t want to pass up the opportunity to join with you 
and the members of the Committee as we talk about this very, very 
important subject. 

I do want to associate myself with the very significant remarks 
of my colleague from Louisiana, Senator Vitter, who I had an op- 
portunity to hear when I arrived. But Madam Chair, I am not 
pushing for delay. I am not pushing for more time. I know what 
we have in this bill. I would agree with you, we need to do some- 
thing. 

But for heaven’s sakes, let’s not do harm. Carbon caps have not 
worked and they are not going to work, and they are going to im- 
pose tremendous hardships on many sectors of our economy, and 
probably do very little in the overall world-wide problems. 

Now, I will lay out some of the things that I think we should do 
now, we should have done earlier and that we could agree on. But 
I think it is important today to describe how carbon auctions are 
unfairly expensive for millions of consumers. Some may wonder 
how this bill will cost families and workers up to $1 trillion per 
year, according to one estimate, and at least hundreds of billions 
of dollars according to the bill’s sponsors. Energy prices will rise, 
because families and workers will pay multiple times for what they 
pay once for now. Consumers will first pay higher power costs from 
the production costs from higher natural gas prices. Then they will 
pay for expensive new carbon controls or alternative energy 
sources, such as wind. 

Then this bill will force them to pay still more for the cost of auc- 
tioned carbon allowances. Producers are forced to buy at auction 
the carbon allowances they need to operate. They will then pass 
those costs on to customers. Families and workers will end up pay- 
ing $50 billion more a year, rising to $150 billion per year by 2030. 
Consumers did not suffer this auction surcharge under the success- 
ful acid rain cap and trade program, which I co-sponsored with 
Senator Byrd. Its SO 2 allowances were allocated to generators at 
no cost. 
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However, environmental groups concerned with how European 
companies earn windfall profits in its failed carbon trading scheme 
suggest auctions as the answer. It is a bad idea. Nevertheless, a 
report by a Clean Air Watch by the head of the National Wildlife 
Foundation claims that we must institute a multi-billion carbon 
auction to avoid corporate windfall profits. That report, as do those 
of many environmental groups, insist that no-cost allocations create 
windfall profits. They cite in their footnotes a CBO study from 
April 2007 which seems to agree, at least until one reads further, 
its footnote reveals that an exception to the ability to reap windfall 
profits is where consumer rates are set by regulators. 

What is the meaning of this footnote to a footnote? It admits the 
reality that windfall profits are prohibited by law in the 36 States 
with regulated power markets. A State which regulates its power 
markets, caps profits that generators may collect. Additional profits 
must be refunded back to consumers. Windfall profits are prohib- 
ited by law. That means 36 States in the United States do not 
share Europe’s windfall profit problem. 

And yet, the nationwide carbon auction in this bill will require 
families and workers in the Midwest, South and Mountain West to 
pay billions extra for a problem they did not create. States in New 
England, Montana, California and others made the decision to de- 
regulate their power markets. It was their choice to make them- 
selves vulnerable to windfall profits. But we should not punish 
families and workers in the Midwest, Mountain West and South to 
solve the problems of 14 States. 

Those 36 States together add up to over 130 million Americans 
who will suffer needlessly and thus unfairly under carbon auctions. 
Amendments to require auctions for all 100 percent of allowances 
would also hurt millions of Americans. I too oppose Government- 
sponsored windfall profits, but we should find a way to do so with- 
out punishing 130 million in 36 States and the best way to do it 
is to oppose carbon caps totally. 

Some will say that the auctions are an effective way to collect 
money. That is true, if you want the highest price regardless of 
fairness. Others will say auctions are needed to raise funds to pay 
for environmental mitigation, a scheme to rob Peter to pay Paul. 

We need to pour more money into clean energy technology. I sup- 
port environmental mitigation, I supported it in the WRDA bill. We 
can cut carbon emissions by aggressive achievable CAFE stand- 
ards, a clean portfolio stand for wind, solar, nuclear and hydro, 
biofuels and a Marshall Plan for clean energy technology. This, 
Madam Chair, this is the clean energy future with the widest sup- 
port, and I urge you to embrace it. I thank the Chair. 

[The prepared statement of Senator Bond follows:] 

Statement of Hon. Christopher S. Bond, U.S. Senator from the 
State of Missouri 

Madame Chairman, thank you for holding this hearing on the carbon cap and 
trade bill we are considering. Today, I want to describe how its carbon auctions are 
unfairly expensive for millions of consumers. 

Some may wonder how this bill will cost families and workers up to $1 trillion 
dollars per year according to one estimate, and at least “hundreds of billions of dol- 
lars” according to the bill’s sponsors. 

Energy prices will rise because families and workers will pay multiple times for 
what they pay once for now. Consumers will first pay for higher power production 
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costs from higher natural gas prices. Then they will pay for expensive new carbon 
controls or alternative energy sources such as wind. 

Then, this bill will force them to pay still more for the cost of auctioned carbon 
allowances. Producers are forced to buy at auction the carbon allowances they need 
to operate. They will then pass those costs on to consumers. Families and workers 
will end up pa 3 dng $50 billion more a year, rising to $150 billion per year by 2030. 

Consumers did not suffer this auction surcharge under the successful acid rain 
cap and trade program. Its SO 2 allowances were allocated to generators at no cost. 
However, environmental groups concerned with how European companies earned 
windfall profits in its failed carbon trading scheme suggest auctions as the answer. 

A report by Clean Air Watch with a forward by the head of the National Wildlife 
Federation claims that we must institute a multi -billion dollar carbon auction to 
avoid corporate windfall profits. 

That report, as do many environmental groups, insists that no-cost allocations cre- 
ate windfall profits. They cite in their footnotes a CBO study from April, 2007. The 
CBO study seems to agree — at least until one reads further. Its footnote reveals that 
an exception to the ability of reap windfall profits is where consumer rates are set 
by regulators. 

What is the meaning of this footnote to a footnote? It admits the reality that 
windfall profits are prohibited by law in the 36 states with regulated power mar- 
kets. A state that regulates its power markets caps profits that generators may col- 
lect. Additional profits must be refunded back to consumers. Windfall profits are 
prevented by law. 

That means 36 states in the U.S. do not share Europe’s windfall profit problem. 
And yet, the nationwide carbon auction in this bill will require families and workers 
in the Midwest, South, and Mountain West to pay billions extra for a problem they 
did not create. 

States in New England, Montana, California and others made the decision to de- 
regulate their power markets. It was their choice to make themselves vulnerable to 
windfall profits. But we should not punish families and workers in the Midwest, 
Mountain West and South to solve the problem of 14 states. 

Those 36 states together add up to over 130 million Americans who would suffer 
needlessly, and thus unfairly, under carbon auctions. Amendments to require auc- 
tions for all 100% of allowances would also hurt millions of Americans. 

I too oppose government sponsored windfall profits, but we should find a way to 
do so without punishing 130 million people in 36 states. 

Some will still say that auctions are the most effective way to collect money. That 
is true if you want the highest price regardless of fairness. Others will say that auc- 
tions are needed to raise funds to pay for environmental mitigation, clean tech- 
nology and low-income protection programs. That may get us closest to the real mo- 
tives of this bill — a scheme to “rob Peter to pay Paul.’’ 

I agree that we need to pour billions into clean energy technology. We need to 
spend more on environmental mitigation. I supported spending billions more for en- 
vironmental mitigation in the WRDA bill. 

We can also cut carbon emissions, but we should do it without cutting family 
budgets or worker payrolls. I support aggressive but achievable CAFE standards, 
a clean portfolio standard for wind, solar, nuclear, and hydro, biofuels and a Mar- 
shall Plan for clean energy technology. This is the clean energy future with widest 
support. I urge us to embrace it. Thank you. 

Senator Boxer. Senator Bond, thank you. I am going to put into 
the record that page that deals with electricity prices. This is the 
modeling that was done based on the Department of Energy’s com- 
puter model. And it shows, because of energy efficiency and so on, 
that at the end of the day, the average price, typical residential 
bill, will go down eventually by 2030. 

I also think it would be a good time, since Senator Bond brings 
up a number of these issues, and he has been very sure-footed on 
his concern for consumers, I think it is important to know that the 
religious community has been very involved with us in trying to 
draft provisions to protect the vulnerable people that you talk 
about. Senator. 

I would ask unanimous consent to place into the record a letter 
where they have discussed, and I think some of them are here now, 
and the groups are the National Association of Evangelicals, the 
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National Council of Churches, the United States Conference of 
Catholic Bishops and the Union for Reformed Judaism. They have 
gotten together and they have taken those concerns that you have 
eloquently stated since we have started this dehate, and they have 
laid out some principles that they are looking for in the bill. 

If I might finish, and then I will allow you to respond. I think 
what is important to note is that Senators Lieberman and Warner 
have been meeting with a lot of stakeholders. I just wanted you to 
know. Senator Bond, that your concern for consumers is their con- 
cern, and the vulnerable people, and that we are working with 
them. We have made some progress on this, but we have a way to 
go. I hope you will work with us as we try to strengthen these pro- 
visions in the bill. 

Senator Bond. Madam Chair, I thank you. You have been most 
kind in hearing my concerns. We would like also to be able to put 
in the record some of the footnotes and questions which I men- 
tioned. I turn to the religious community for my spiritual guidance. 
They know far more about theology and spiritual matters than I 
do. But I trust our economics better. They got into theology, not 
economy. We are going to continue to work with what I think are 
the overwhelming economic concerns of consumers. 

Senator Boxer. Right. I would just point out, if I might respond, 
that their concerns have nothing to do with theology. Their con- 
cerns emanate from a deep feeling that they don’t want people to 
suffer needlessly, nor do you, nor do I. I just want you to know that 
we welcome everybody to the table. We certainly welcome them to 
the table, as well as all the other voices. 

Senator Inhofe, did you want to say something? 

Senator Inhofe. Madam Chairman, I have a unanimous consent 
request to include in the record from three groups with major con- 
cerns: the American Chemistry Council, the Fertilizer Institute and 
the International Brotherhood of Boiler Makers. 

[The referenced material follows on page 427.] 

Senator Inhofe. Then I would say also, in reference to what you 
refer to as the religious community, if you really want to pursue 
this, then I would be requesting that we have a hearing. Because 
I can assure you that this would be a subject that would be of great 
interest to a lot of people. 

Senator Boxer. Yes. We did have a hearing from the religious 
community 

Senator Inhofe. No, I am talking about just on 

Senator Boxer. and we did have your witnesses at that hear- 

ing. We can give you the transcripts. 

All right. We are going to get to the panel now. I am just very 
pleased that you are all here for this last hearing before the mark- 
up. Fred Krupp, President of Environmental Defense, we welcome 
you, sir. 

STATEMENT OF FRED KRUPP, PRESIDENT, ENVIRONMENTAL 

DEFENSE 

Mr. Krupp. Thank you. Madam Chair. It is an honor to be here 
with you today as the Committee deliberates America’s Climate Se- 
curity Act. It is indeed a front row seat in history. 
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Across the globe, countries and corporations are changing, adapt- 
ing to a new world of energy and innovation to meet the crisis of 
climate change. With America’s Climate Security Act, the United 
States can now join this movement toward a cleaner, more stable 
and more prosperous future. 

Discussion and debate on the issue of climate change has finally 
come to the halls of Congress, and the members of this Committee 
deserve great credit for bringing us to this point. But the scientific 
realities of global warming mean that only action, fast, decisive 
bold action will be a satisfactory outcome. If the members of this 
Committee remember one thing from my testimony today, it should 
be this: we must pass comprehensive climate change legislation 
now. Our economy, our environment and our national interest com- 
pel it. 

Consider this. If the legislation is enacted and takes effect in 
2012, the emissions cap would result in an annual reduction of 
emissions just under 2 percent per year for covered sources arriv- 
ing at a reduction of 15 percent below current levels by 2020. But 
what happens if we delay the legislation by just two years? Just 
two years of delay, holding everything else constant, has major con- 
sequences. As you can see in the diagram behind me, in order to 
result in the same amount of cumulative emissions by 2020, and 
with the climate change, it is the cumulative emissions that mat- 
ter, a two year delay will require that emissions fall by 4.3 percent 
every year. We would be demanding over twice the rate of reduc- 
tion if we delay two years. 

Instead of a reduction of 15 percent in the annual emissions for 
the year 2020, two years of delay means 2020 emissions have to 
be reduced by 23 percent just to get to the same place. The worst 
thing we can do for our economy and our environment is to do 
nothing at all. But the second worst thing we can do is delay. And 
as this chart shows, even by just two years. 

We believe that this legislation not only provides the fastest 
route to reduced emissions, but has the right framework to address 
the challenge of climate change in a way that makes sense for the 
environment, entrepreneurs and the economy. The Act sets strong, 
early targets which would jump start the entrepreneurial energy 
we need to employ current technology and develop even better tech- 
nology. In addition to safeguarding the environment, the Act pro- 
tects our economy. First, it uses the time proven mechanism, cap 
and trade, that allows regulated entities access to the lowest cost 
emissions reductions. 

Among the other important cost containment options is the abil- 
ity by companies to purchase offsets from American farmers or 
earn credits by reducing international forest destruction. The bill’s 
authors have wisely recognized that we cannot solve climate 
change alone, and the Act includes an innovative system of carrots 
and sticks to prompt action from major emitting developing econo- 
mies. 

One carrot is the opportunity to participate in the U.S. green- 
house gas emissions market. If emitters in other countries would 
like to sell allowances they earn in their home countries into the 
United States emissions market, then those countries will have to 
meet the practices and standards called for by this Act. A stick 
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would prompt action to ensure that the emissions reductions of the 
America’s Climate Security Act are not undone by emissions associ- 
ated with imported products manufactured in major emitting un- 
capped nations. 

The bill has recognized that our domestic greenhouse gas reduc- 
tion program will move forward in a world grappling with the reali- 
ties of globalization and its impact on the United States. This ap- 
proach makes economic and environmental sense. In order to avoid 
the consequences of delay I spoke of earlier, it is imperative for this 
legislation to reach the Floor as soon as possible. That includes pre- 
serving the delicate political balance that Chairman Boxer spoke of 
in a previous hearing, while adding new support in Committee and 
on the Floor. 

There are improvements to the legislation that we would support 
as the bill moves through the legislative process. For instance, we 
have steadily supported Senator Carper’s efforts to not only reduce 
emissions of greenhouse gases but also mercury, SOx and NOx. But 
I also have to say, we see time running out now on this Congress. 
Therefore, we strongly support moving the bill out of Committee in 
its current form, even if the Committee has not yet resolved some 
of these issues. 

We will oppose amendments that would weaken the targets and 
time lines or any price cap, the so-called safety valve. A safety 
valve would mean abandoning the cap. 

Thank you for the opportunity to offer our thoughts. I don’t think 
there is a higher priority for Congress as a whole than speedy 
adoption of effective and efficient measures to address this crisis. 

[The prepared statement of Mr. Krupp follows:] 

Statement by Feed Krupp, Environmental Defense 

I am honored to be here with you today as this Committee deliberates America’s 
Climate Security Act. There is no more important legislation that this Committee 
will ever consider than comprehensive climate change policy. 

Environmental Defense is a leading national nonprofit organization representing 
more than 500,000 members. Since 1967, we have linked science, economics and law 
to create innovative, equitable and cost-effective solutions to society’s most urgent 
environmental problems. Environmental Defense is dedicated to protecting the envi- 
ronmental rights of all people, including future generations. Among these rights are 
clean air, clean water, healthy food and flourishing ecosystems. We are guided by 
scientific evaluation of environmental problems, and the solutions we advocate will 
be based on science, even when it leads in unfamiliar directions. 

America’s Climate Security Act contains all of the essential elements needed in 
legislation for the U.S. to begin to tackle the problem of global climate change. If 
the members of this committee remember one thing from my testimony today — it 
should be this — we must pass comprehensive climate legislation now. Our economy, 
our environment, and our morality compels it — and if I am back here three years 
from now — still calling on this Committee to pass legislation — then all who are in 
this room today will have failed. We would have lessened our chances of preventing 
the most dangerous consequences of climate change and we would have raised the 
costs to the economy of meeting the challenge. 

In my testimony today, I want to make 5 points: (1) why time is of the essence, 
(2) that America’s Climate Security Act has the right framework to tackle climate 
change, (3) that we have the technolo^ we need to get started, (4) that the carrots 
and sticks in America’s Climate Security Act will prompt international action, and 
finally, (5) I will comment on a couple of amendments that I believe are worth spe- 
cial notice. 

1. There is no time for delay. 

If the legislation is enacted and takes effect in 2012, the emissions caps would 
result in an annual reduction of emissions of just under 2% per year and, for cov- 
ered sources, arrive at a reduction of 15% below current levels by 2020. But what 
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happens if we delay enacting legislation by two years? Just two years of delay — 
holding everything else constant — has major consequences. As you can see in the 
diagram behind me, in order to result in the same amount of cumulative emissions 
by 2020 (and with climate change, it is the cumulative emissions that matter), a 
two-year delay will require that emissions fall by 4.3% every year — over twice as 
quickly! Instead of a reduction of 15% in the annual emissions for the year 2020, 
two years of delay means 2020 emissions have to be reduced by 23% — just to get 
to the same place. The worst thing we can do for our economy and our environment 
is to do nothing at all, the second worst thing we can do is to delay — and as this 
chart shows, even by just two years. ^ 
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2. America’s Climate Security Act has the right framework to address the chal- 
lenge of climate change in a way that makes sense for the environment, entre- 
preneurs, and the economy. 

The Act sets strong early targets. As I have mentioned earlier, these targets are 
important to the environment and the economy. Aggressive early year targets in- 
crease our ability to avoid a greater than 2° increase in warming and the con- 
sequences that would bring. The early targets will jump start the entrepreneurial 
energy we need to deploy current technolo^ and develop even better technology. 
The Act contains long-term targets that provide assurance to our grandchildren and 
our financial markets that we will stay committed to the task. 

A recent report by the University of Maryland reviewed data and studies on the 
economic impacts of climate change and the costs of inaction. The review finds that 
economic impacts of climate change will “occur throughout the country, [and] eco- 
nomic impacts will be unevenly distributed across regions and within the economy 
and society.” Just to highlight one finding of the report, it “found that negative cli- 
mate impacts will outweigh benefits for most sectors that provide essential goods 
and services to society.” The review finds that 

New York State’s agricultural yield may be reduced by as much as 40%, result- 
ing in $1.2 billion in annual damages. Expected water shortages in California’s 
Central Valley are likely to affect the agricultural sector in the area. Agri- 
culture around the San Antonio Texas Edwards Aquifer region is likely to suffer 
a similar fate. The regional impact may reach losses of $3. 6-6.5 billion by 2030 
and $6.75-10.13 billion by 2090. Even those farms and regions that temporarily 
benefit from altered environmental conditions (e.g., carbon fertilization and ex- 
tended growing season) risk economic losses if temperatures exceed those pre- 
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ferred by the crops they currently produce. Climate change will also trigger in- 
creases in energy demand for cooling and will outpace declines in heating re- 
quirements. For example, electricity demand in Massachusetts may increase by 
40% in 2030 because of climate change alone, most of which will occur in sum- 
mer months and require significant investment in peak load capacity and en- 
ergy efficiency measures. Nationwide, the required investment may exceed $300 
billion by the middle of this century. Given the long lead times of capacity ex- 
pansion in the energy sector, little time remains to act on anticipated warming 
trends.^ 

In addition to safeguarding the environment, the Act protects the economy in 
many ways. First, it uses the time-proven mechanism, cap-and-trade, that allows 
regulated entities access to the lowest cost emissions reductions possible. Cap-and- 
trade provides a whole range of cost management mechanisms that allow companies 
a wide choice in managing their compliance with emissions limits. Companies can 

• make emissions reductions at their own facilities, 

• purchase allowances from other facilities whose cost of reductions are even 
lower (so much so that they can “over-comply” and sell their excess allowances to 
others), and 

• optimize plant development schedules and maintenance and can “bank” and 
“borrow” emissions allowances to fit into those schedules. 

As experts have written “enhanced environmental performance can be attributed 
to the increased flexibility associated with emissions trading. Where emission reduc- 
tion requirements are phased in and firms can bank emission reductions — as was 
the case in the Lead Trading, Acid Rain, ABT, and Northeast NOx Budget Pro- 
grams — the achievement of the required emission reduction has been accelerated.”^ 
(See Attachment 1 for more information on cap and trade programs.) 

Companies can also purchase offsets from American farmers. They can earn cred- 
its by reducing international forest destruction. The ability to sell excess allowances 
creates an incentive for inventors and entrepreneurs to develop and deploy new 
technologies. All of these processes work together to allow us to meet our challenge 
at the lowest possible cost. 

3. Some question whether we have the technology to meet the emission require- 
ments of the Act. It is natural to ask: How will we get there? — How can we accom- 
plish the deep reductions in global warming pollution that science tells us we must 
achieve, and that this bill would require? 

The good news is that we know how to cut emissions today, with proven tech- 
nologies. 

• Energy efficiency . — Based on programs already in place at the state level, the 
National Action Plan for Energy Efficiency has estimated that by 2025 we will be 
able to reduce carbon dioxide emissions by over 400 million tons a year simply by 
using energy more wisely. [And in many cases, conserving energy ends up saving 
consumers money.]'' 

• Farms and forests . — The U.S. EPA estimates that activities such as improved 
forest management, agricultural soil carbon sequestration, and methane and nitrous 
oxide mitigation could cut emissions by 620 million metric tons a year by 2015 at 
a cost of under $15 per ton — and that figure would double at prices of $30 a ton. 
(See Attachment 2 for a summary of EPA’s findings.)® 

Just putting those numbers together 3 rields over one billion tons of reductions a 
year. This is more than a third of the way (or more precisely 35%) to the abatement 
required in the year 2025. 

And that is just the tip of the iceberg. The next generation of coal-fired power 
plants will have “carbon capture and sequestration” technology available to them. 
While that may sound far off, in fact all of the components have been tested and 
are in place. Gasification technology has been available for decades. And oil and gas 
companies are already — pumping CO 2 into geologic reservoirs as part of enhanced 
oil recovery. The only reason we have not deployed these technologies widely for 


^M. Ruthe, D. Coehlo, D. Karetnikov, “The U.S. Economic Impacts of Climate Change and 
the Costs of Inaction” A review and Assessment hy the Center for Integrative Environmental 
Research (CIER) at the University of Maryland, October 2007.) http:! ! wiow.cier.umd.edu ! 
climateadaptation / index.html. 

^Ellerman, et al. (2003), p. 34) 

‘‘National Action Plan for Energy Efficiency. July 2006. Chapter 1, p. 18 http:! / 
www.epa.gov I solar ! pdf j napee j napee — report.pdf. 

® Environmental Protection Agency, “Greenhouse Gas Mitigation Potential in U.S. Forestry 
and Agriculture.” November 2005, — Appendix 4.A 
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electric power generation is that there has been no financial incentive to do so. Plac- 
ing a cap on carbon will change all that. 

I could list all of technologies available today from wind power — which is explod- 
ing across the Plains and the West — to more efficient vehicles like the hybrid diesel 
vehicles being built in Ohio — to low carbon fuels being developed in Tennessee and 
other states — to the substitution of chemical processes at plants in Delaware — to 
methane management for farms all across America. The list goes on and on. And 
putting a cap on carbon will bring even more technologies to market. 

4. America’s Climate Security Act has a system of carrots and sticks to prompt 
action from major emitting developing countries. 

The first carrot is the opportunity for participation in the U.S. greenhouse gas 
emissions market. If emitters in other countries would like to sell allowances that 
they earn in their home countries into the United States emissions market, then 
those countries will have to meet the practices and standards called for in this Act. 
Another important carrot is the International Forest Carbon provision. Every year, 
the cutting and burning of the world’s tropical forests causes 20% of greenhouse gas 
pollution world-wide, irrevocably destroying the richest repositories of biological di- 
versity on the planet, and impoverishing the hundreds of millions of people who de- 
pend on forests for their livelihoods — all because the forest is worth less alive than 
it is dead. This Congress can change all of this and, for the first time, give living 
forest economic value for tropical nations and forest peoples, by allowing tropical 
countries that make real, verifiable reductions of their national deforestation emis- 
sions to sell those reductions in our carbon market. 

A stick is present in what is commonly referred to as the Bingaman-Specter provi- 
sion because it mirrors what is in the Low Carbon Economy Act of 2007 (S. 1766). 
This provision would prompt action to ensure that the emission reductions of ACSA 
are not undone by emissions associated with imported products manufactured in 
major emitting uncapped nations. The bill’s authors recognize that our domestic 
greenhouse gas reduction program will move forward in a world grappling with the 
realities of globalization and its impacts on the U.S. As the USCAP Call for Action 
states: “[Clare should be taken that policies do not merely push emissions from U.S. 
facilities to overseas plants, ultimately there must be an international program for 
addressing climate change and its impacts. U.S. action to implement mandatory 
measures and incentives for reducing emissions should not be contingent on simul- 
taneous action by other countries. Rather, we believe that U.S. leadership is essen- 
tial for establishing an equitable and effective international policy framework for ro- 
bust action by all major emitting countries.” 

Recognizing that poorer nations might not be able to cap and cut emissions as 
quickly as the United States, but that we cannot address the global warming prob- 
lem effectively unless all major emitting nations do cut emissions, the bill first calls 
for new international agreements engaging all major emitting nations in cutting 
their emissions. If negotiation of these new agreements proves unsuccessful, the bill 
would, after a certain time period, level the environmental and competitiveness 
playing field by requiring that imports of products produced in uncapped nations 
submit emissions allowances sufficient to cover the emissions incurred by the pro- 
duction of those products abroad. 

As part of a comprehensive framework, a combination of these kinds of carrots 
and sticks makes sense. However, if we want nations with less capacity, fewer re- 
sources, and more problems to take serious action to cut GHG emissions, then we 
as a nation must act forcefully and without equivocation. Let’s show them how to 
do it credibly and effectively and set a reasonable timeframe for their comparable 
action. 

5. We strongly support moving the bill forward in its current form and will oppose 
amendments that would weaken the bill. 

As the bill moves forward to Senate floor and through the legislative process, 
there are issues that we hope Senators will continue to work on: 

(1) The best science we have today indicates that we will need to make economy- 
wide emissions reductions of 80% by 2050. The bill’s science review (sometimes 
called “lookback”) provisions, can be amended to ensure that new scientific informa- 
tion generated in the future is not only evaluated but also leads directly to action 
with minimal delay. The ERA should be given the authority to take additional ac- 
tions if the science reviews mandated by the bill demonstrate that the bill’s emis- 
sions targets will not be met. 

(2) Senator Whitehouse has discussed an amendment to establish an Ocean Trust 
as part of the adaptation assistance provisions in the bill. Elevated CO 2 levels are 
projected to profoundly impact the health of the oceans, which provides about 20% 
of the world’s protein, and the coasts, where over half the U.S. population now lives. 
The bill amendment will help our fisheries and oceans adapt to ocean acidification. 
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increasing water temperatures, and rising sea levels, by establishing a dedicated 
funding mechanism for on-the-ground efforts to protect and restore ocean and coast- 
al ecosystems. Establishing such an oceans trust was a priority recommendation of 
the U.S. Commission on Ocean Policy created by Congress — and I thank Senator 
Whitehouse for his efforts here. 

(3) International-adaptation provisions should not be limited solely to national-se- 
curity considerations and resources provided international adaptation should be in- 
creased. Currently, ACSA would provide international adaptation funding only 
where such expenditures are deemed “necessary to enhance the national security of 
the United States,” specifically to “assist in avoiding the politically destabilizing im- 
pacts of climate change in volatile regions of the world.” While national security is 
one appropriate consideration in this context, it is not the only one. Many of the 
world’s poorest peoples will be adversely affected by climate change that is, to a sig- 
nificant degree, of America’s making. 

We will oppose amendments that would: 

(1) Weaken the targets and timelines of the bill. 

(2) Include any price cap (or so-called “safety-valve”). A safety-valve set at any 
price would gut the environmental targets in the bill and would prevent investors 
from making the commitments needed to develop and deploy needed technology. 

(3) Further restrict the use of offsets. We believe high-quality offsets can play an 
important role in reducing emissions quickly, providing new revenue streams for 
farmers, and lowering costs for regulated entities and yield important environ- 
mental benefits. 
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ATTACHMENT 1: WHY CAP-AND-TRADE IS THE PREFERRED POLICY 
TO ADDRESS CLIMATE CHANGE 

The Cap-and-Trade Experience 

WHY IT IS THE PREFERRED POLICY TO ADDRESS CLIMATE CHANGE. 

All serious climate change policy proposals have identified cap-and-trade as the 
regulatory mechanism of choice. As Congress begins to craft its climate change policy, it 
is imperative to revisit the reasons why cap-and-trade is the best regulatory mechanism to 
address the challenge of chmate change. 

Numerous reports (both federal and state), academic articles, and other publications 
analyze cap-and-trade pohcies - past, present and future - and articulate clearly the 
benefits of such policies. Relevant excerpts from five select sources have been compiled 
here to exemplify how a well-designed cap-and-trade policy can deliver superior 
environmental performance and significantly reduce economic costs when compared to 
conventional regulatory mechanisms. These excerpts also highlight other benefits of cap- 
and-trade pohcies, including: how they spur innovation, improve and accelerate 
comphance, and provide emitters with considerable flexibihty. 

Cap-and-trade policies differ from other regulatory systems. Cap-and-trade is 
not a three syllable word - it identifies two different components of a policy that, 
working together, achieve results. The cap Emits emissions and trading lowers 
comphance costs. 

• Cap-and-trade is recommended due to its putting "a clear and specific limit on 
aggregate emissions and its potential to achieve the emissions-reduction target at 
lower cost than would otherwise be possible." (MAC (2007), p. 5) 

• Cap-and-trade "provides a framework to meet emissions reduction goals at the 
lowest possible cost. . .by giving emissions sources the flexibihty to find and apply 
the lowest-cost methods for reducing pollution. Emission sources with low-cost 
comphance options have an incentive to reduce emissions more than they would 
under command-and-control regulation." (EUerman, et al. (2003), p. hi. 

Executive Summary) 

Cap-and-trade achieves results at lower costs. Experience shows that, when 
compared to command-and-control pohcies, cap-and-trade is more environmentaUy 
effective and economicaUy efficient. Cap-and-trade also reduces the informational burden 
on regulators, lowering administrative costs. 
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• "Savings under the trading program amounted to 43-55% of expected compliance 
costs under an alternative regulatory program that imposed a uniform emission 
standard." (MAC (2007), p. 7) 

• The Acid Rain Program, achieved "...savings of over 65% compared to a policy 
that might have forced post-combustion controls (scrubbers) to achieve the same 
level of emissions." (MAC (2007), p. 7) 

• "In the long run, allowance trading may achieve cost savings of $700-3800 million 
per year compared to an 'enlightened' command and control program 
characterized by a uniform emission rate standard. The cost savings would be 
twice as great if the alternative to trading where forced scrubbing." (referring here 
to the Acid Rain Program, Carlson, et al. (2000), p. 12) 

• Over the first 13 years of the Acid Rain Program, the ability to trade allowances 
nationwide across affected units and through time is estimated to reduce 
compliance costs by a total of $20 billion, a cost reduction of about 57% from the 
assumed command-and-control alternative. (Ellerman, et al. (2003), p. 16) 

• "Administrative costs can be lower because regulators are relieved of responsibility 
for establishing specific targets on a facility-by-facility basis." (MAC (2007), p. 5) 

Cap-and-trade provides firms flexibility in meeting environmental goals. Cap- 
and-trade policies offer businesses flexibility for compliance; this is a key source of cost 
reductions. Firms can choose how, when, and where they meet the program's 
requirements. These choices are created through several policy components including 
trading, rewards for early action, and banking. 

• "Offsets bring in less expensive emission reductions from uncapped sources and 
thereby allow compliance at a lower cost than could be achieved by the covered 
sectors acting alone." (RTI/Nicholas (2007), p. 4-5) 

• "The flexibility of the trading program has encouraged utilities to capitalize on 
advantageous trends, such as changing fuel prices and technological innovation 
that might have been delayed or discouraged by traditional regulatoiy 
approaches." (Carlson, et al. (2000), p. 25-26) 

• McCain-Lieberman 2003 (S.139) "provides some measures that give entities a 
certain amount of flexibility in complying with the emissions limits. These 
provisions include early action credits, aOowance trading and banking, and a 
mechanism to allow participation from non-covered sources. These flexibility 
measures are expected to result in a relatively smooth transition through the first 
and second compliance periods. As a result, the economic burden of controlling 
emissions is rolled in gradually over time." (EIA (2003), p. 64) 

Trading 

• "By giving firms the flexibility to reallocate (trade) emissions credits or allowances 
among themselves, trading can reduce the compliance costs of achieving the 
emissions target." (Ellerman, et al. (2003), p. 1) "Differences in emission control 
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costs across emissions sources create the opportunity to reduce costs through 
trading." (EUerman, et al. (2003), p. 5) 

• "Enhanced environmental performance can be attributed to the increased 
flexibility associated with emissions trading. Where emission reduction 
requirements are phased in and firms can hank emission reductions - as was the 
case in the Lead Trading, Acid Rain, ABT, and Northeast NOx Budget 
Programs - the achievement of the required emission reduction has been 
accelerated." (EUerman, et al. (2003), p. 34) 

• "Spatial trading has aUowed sources with high abatement costs to reduce 
emissions less — and those with low abatement costs to reduce emissions more — 
than under a command-and-control mechanism requiring uniform emissions 
rates, and thus has reduced the overaU cost of the mandated emissions reduction.” 
(EUerman, et al. (2003), p. 14) 

• "The avaUable evidence suggests that the increased compliance flexibiUty of 
emissions trading yields costs savings of as much as 50 percent." (EUerman, et al. 
(2003), p. iv. Executive Summary) 

Banking 

• "The reason for the remarkable reduction in [S02] emissions in 1995. ..is the 
avaUabUity of 'inter-temporal trading' in the form of banking. The prospect of 
higher marginal abatement costs after 2000 made abating more than required in 
Phase I an appealing option for smoothing the transition to the more demanding 
Phase II cap. As a result, the reduction in emissions experienced in Phase I was 
about twice what would have been required to bring emissions below the level 
aUowed in these years." (EUerman, et al. (2003), p. 14) 

• "Because aUowance can be sold or held for future use, covered entities wiU have an 
incentive to reduce emissions under the biU even if they are aUocated sufficient 
aUowances to cover their annual emissions." (EIA (2003), p. 5) 

Cap-and-trade policies encourage continuous technological innovation. Because 
every incremental reduction in emissions has value in a cap-and-trade market, cap-and- 
trade encourages continuous innovation. Money can be made and competitive advantage 
can be gained through innovations that reduce emissions at a lower cost. 

• "The actual reaUzed cost of the policy wiU depend significantly on the 
development and deployment of low-carbon technologies that are not widely in 
use today. Indeed, it may involve deployment of technologies not yet on the 
drawing board." (RTI/Nicholas (2007), p. 7) 

• "The cap not only Umits emissions, it creates a market for emissions aUowances 
where every ton of emissions has a price. This price provides sustained incentives 
for developing new technologies that can reduce GHG emissions" (MAC (2007), 
p. 14) 

• "...since aUowances are valuable, cap-and-trade programs give firms continuing 
incentives to identify low-cost reduction opportunities: additional reductions are 
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attractive because they allow firms to either sell more allowances or to reduce the 
number of allowances they must purchase." (MAC (2007), p. 7) 

• "The incentive to abate in cap-and-trade programs, where there is no specific 
standard for any single plant, is continuous and any improvements in abatement 
technology will result in allowance satdngs." (EUerman, et al. (2003), p. 35) 


Cap-and-trade policies have high compliance rates. This is because of two factors: 
1) cap-and trade’s inherent ability to avoid differing hardship for particular sectors, and 2) 
clear and automatic penalty provisions. Under cap-and-trade, fair treatment, clear 
penalties, flexibility and incentives make it cheaper for firms to comply than to seek the 
relaxation of the cap. 

• "Four features describe the environmental performance of the Acid Rain 
Program. First , a large reduction of emissions was accomplished relatively 
quickly — in the fifth year following passage of the enabling legislation. Second , 
the schedule of emission reduction was accelerated significantly as a result of 
banking. Third , no exemptions, exceptions, or relaxations from the program's 
requirements were granted. Four , the 'hot spots' that were feared to result from 
emissions trading have not appeared." (Eilerman (2003), p. 3) 

• ". . .jt becomes cheaper for these firms to comply than to seek some relaxation of 
the standard. Moreover, the existence of a market removes the primary reason for 
seeking relaxation: unique hardship due to the uniform application of a rule to 
source-specific circumstances. No one is uniquely disadvantaged in a market with 
many buyers and the highest cost is that of a permit. The happy result is a 
regulatory system in which compliance has been made cheaper than seeking some 
type of relaxation." (Eilerman (2003), p. 7) 

• The S02 "program was implemented without the granting of the exemptions, 
exceptions, or relaxations of the regulatory requirement that are typically issued to 
avoid the undue hardship that can result when a more or less uniform mandate is 
imposed on sources exhibiting cost heterogeneity." (EUerman (2003), p. 4) 

• "AUowing firms that face high marginal costs of abatement, or even technical 
infeasibility, to comply with environmental requirements by buying aUowances— 
effectively paying others to reduce more on their behalf — has eliminated one of 
the features of command-and-control programs that diminishes environmental 
effectiveness. In a command-and-control program, economic hardship or 
technical barriers can be dealt with only by relaxing the emissions standard in 
some way. While often justified, these exceptions reduce the regulation’s 
environmental effectiveness because they are one-sided: standards are relaxed to 
avoid “hardships” for some facilities, hut increased emissions cannot be offset by 
increasing standards at facilities for which abatement is less expensive or easier 
technologicaUy." (EUerman, et al. (2003), p. 34) 
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ATTACHMENT 2; SUMMARY OF ERA’S RNDINGS OF POTENTIAL 
EMISSION REDUCTIONS IN AGRICULTURE AND FORESTRY SECTORS 


Table 4.A.1: Key Resuits at the National Level by Activity, Time Period, and Constant-Price Scenarios 
Quantities are Tg CO^ Eq. per year net emissions reduction below baseline for 
representative years 2015, 2025, and 2055. 
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ATTACHMENT 3: COMPENSATED REDUCTION 

Compensated Reduction 

A POSITIVE INCENTIVE FOR TACKLING THE LARGEST SOURCE OF GREENHOUSE 
GAS EMISSIONS IN THE DEVELOPING WORLD 


Compensated Reduction (CR) is an innovative proposal that provides positive incentives for developing 
countries to reduce deforestation rates on a voluntary basis and strengthen the global effort to mitigate 
climate change. 

• According to the Intergovernmental Panel on Climate Change (IPCC, 2001) and the 2006 
Stern Review, tropical deforestation accounts for approximately 20% of annual GHG 
emissions and is the largest source of emissions in the developing world, 

• If current rates of deforestation in Brazil and Indonesia alone remained the same through 
2012, the emissions from this deforestation would offset nearly 80% of the emission 
reductions of the Kyoto Protocol. (Santilli et al, Climatic Change (2005) 71: 267-276). 

Compensated Reduction would reward countries that demonstrate a real decrease in deforestation. The 
concept is simple: Any nation that reduces national deforestation below a baseline (based on average 
historical deforestation rates) would be eligible for compensation, receiving emissions allowances 
tradable in the global carbon market. 

• The compensation would be post &cto. Successful countries would receive compensation 
after 2012 after real reductions were concretely measured; a portion of the tradable 
allowances would be held in an insurance reserve. 

• To determine if real reductions occurred, a country’s forests would be monitored by robust, 
reliable satellite Imagery, supplemented by ground-tmthing. 

• At least one nation, Brazil, has already begun to demonstrate that it is possible, with serious 
and committed effort, to reduce deforestation. 

Compensated Reduction involves a nation’s entire forest system, not just individual projects, thereby 
avoiding problems that have hindered consensus on forest issues. 

• CR addresses key flaws in the Kyoto Protocol, enabling those developing nations that 
choose to do so to receive compensation - through the global carbon market - for reducing 
emissions. 
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• By harnessing market forces in favor of forest protection, building capacity and enhancing 
community involvement, and providing incentives for better monitoring, CR has the 
potential to engage orders of magnitude more financial support than even the most optimistic 
estimates of official development assistance (ODA) that could reasonably be expected from 
foreign ^d. CR therefore supports both President Bush’s Initiative Against Illegal Logging 
(see http://www.whitehouse.gov/infocus/illegal-logging/piail.html) and the U.S. Senate's 
2005 Resolution stating that it is time for Congress to enact mandatory, market-based limits 
and incentives to slow, stop, and reverse greenhouse gas emissions growth in a manner that 
will not significantly harm the U.S. economy; and will encourage comparable action by other 
nations that are major trading partners and key contributors to global emissions. 

• A coalition of developing nations has formally asked to have the issue of reducing emissions 
from deforestation placed on the agenda for the Twelfth Conference of the Parties the UN 
Framework Convention on Climate Change. 

Any nation that reduces national deforestation 
below a baseline (based on average historical 
deforestation rates) would be eligible for 
compensation, receiving emissions allowances 
tradable in the global carbon market. 


The largest share of developing countiy 
emissions is from the deforestation sector, an 
amount comparable to total US fossil fuel 
emissions. 


Environmental Defense, 257 Park Avenue South, New York, NY 10010 1-800-684*3322 • 
members@environmentaWefense.org • www.environmentaldefense.org Austin * Boston • 
Boulder • New York • Oakland • Raleigh • V\feishington Project offices: Los Angeles • 
Sacramento • Beijing 






378 


Responses by Fred Krupp to Additional Questions from Senator Inhofe 

Question 1. I assume you are familiar with the EU cap and trade regime. While 
most of the EU countries will not meet their target, Great Britain made significant 
reductions. Isn’t it true, however, that GB will only meet its target because it 
switched from coal to natural gas, and that over the last 9 years since that shift, 
its emissions have climbed again? 

Response. It is important to note that the United Nations reported this week that 
the EU as a whole is likely to meet its —8% Kyoto commitment. (See press release 
here: http: / / unfccc. int / files / press / news — room / press — releases — and — advisories / 
application ! pdf 120071120 — emissions — of — industrialized — countries — english.pdf.) 
The time period you refer to was a pilot phase, a learning opportunity for the EU, 
who has not had the benefit of our acid rain program to gain experience. That phase 
is over, and lessons have been learned. 

It is correct that the bulk of the recent emissions reductions in the United King- 
dom (UK) during the initial period of the EU-ETS pilot phase are due to fuel 
switching. This shift in the UK seems to have slowed down. It is also correct that 
UK emissions have increased in recent years. Robust economic growth, combined 
with increasing natural gas prices and relatively low coal prices, led to an annual 
increase of CO 2 emissions of 3% during the current pilot phase of the EU Emissions 
Trading System (ETS), which runs from 2005-2007. It is important to note this cur- 
rent ETS pilot phase lasts only 3 years, affording little time for emitters to intro- 
duce major capital stock changes to harvest significant CO 2 emission reductions. The 
next EU-ETS phases of 2008-2012 (5 years) and 2013-2020 (8 years) give more 
time for a wide variety of CO 2 emission reduction investments to be made. 

The U.S. can benefit from the UK experience. For industries with long lead times 
for investment and building capital stock, the sooner Congress sets the rules for 5, 
10, 15 and 20 years from now, the sooner these industries can invest in the needed 
technology, such as carbon capture and storage. Delaying action could inadvertently 
lead to the level of fuel switching that Senator Inhofe so correctly wishes to avoid 
happening in the future. 

Question 2. China is now the leading emitter of Carbon Dioxide. Many argue that 
the industrialized countries benefited, and their economies benefited, from their ex- 
cessive emissions from many years, and they should repay those past excesses. Do 
you agree with that? 

Response. No, Environmental Defense does not agree with that. Environmental 
Defense is most concerned with what our actions will be going forward — both do- 
mestically and internationally — to have the best chances of avoiding dangerous con- 
sequences of climate change. It is unreasonable to expect that all nations will 
achieve the same percent reduction in greenhouse gases. There are many justifica- 
tions why developed and developing nations may have different rates of reductions, 
including: 

• most of the GHG in the atmosphere today are from the developed nations, 

• and the per capita emissions from the developed nations are on average about 
three times larger than those of the developing nations, and 

• developing nations are much more dependent on increasing energy production 
to provide an acceptable standard of living for their peoples. 

Question 3. Mr. Krupp, I, as well as many of my colleagues were concerned with 
the attacks directed at TXU after they announced plans to invest in coal. Those at- 
tacks, I believe, weakened the value of their stock making them a prime target for 
a takeover. Were you or anyone in your organization involved in any discussions 
with KKR during the takeover of TXU, especially regarding any advice on alter- 
natives to the cancelled coal plants? 

Response. When we were informed of the proposal by TXU to build 11 new power- 
plants, we began to investigate the proposal. We found that TXU was planning to 
build such plants without utilizing available technology to capture and store the 
greenhouse gas emissions from such plants. Because of that, and the impact the 
plants would have on air quality in the Dallas-Ft. Worth region (which has yet to 
achieve federal health standards for air quality), we opposed the proposal. We then 
initiated discussions with TXU, offering TXU ideas (including the use of cleaner coal 
technologies such as IGCC, ultrasupercritical, and carbon capture and storage) on 
how to meet electricity needs without increasing emissions. We had no contact with 
KKR about TXU until after they had reached an agreement on the price for the ac- 
quisition of the company in February 2007. Since February of 2007, we have had 
discussions with KKR and the new TXU management about power alternatives that 
would be more profitable in the long term for TXU and less environmentally harm- 
ful than conventional coal plants. 



379 


The best thing that we all can do to help the financial outlook of electric utilities 
and coal-fired generation is pass comprehensive climate change legislation. Right 
now, utilities and regulatory commissions are caught in a bind — they expect future 
regulation but the rules of the road have not been established. This uncertainty 
plays havoc with planning, investment and regulatory approval. This situation is 
one of the reasons that the National Association of Regulatory Utility Commis- 
sioners adopted a resolution this month in support of federal climate legislation. In 
the resolution, NARUC states: “the existence of uncertainty about the nature and 
extent to which [greenhouse gas] emissions will be subject to future federal regula- 
tion makes it difficult for State regulators, regulated utilities, and others to appro- 
priately plan for needed investments in electric transmission and generation infra- 
structure.” 


Response by Fred Krupp to an Additional Question from Senator Vitter 

Question. One compliance strategy could be switching from coal to natural gas. 
If fuel switching occurs significantly during the initial phase of [the] program and 
natural gas prices increase dramatically, how would residential natural gas cus- 
tomers cope? 

Response. One of the advantages of a cap-and-trade system to reduce greenhouse 
gas emissions is that it allows a wide variety of emission reduction technologies to 
be deployed. A catalyst to the development of those technologies is a predictable 
long-term emissions path. Under such a program, we would expect to see a range 
of market responses to a cap on carbon emissions. In the early years, energy effi- 
ciency and offsets are but two strategies that are far more cost effective than in- 
creased combustion of natural gas. Other cost management characteristics of a cap- 
and-trade system are the ability to bank and borrow allowances. As adopted by the 
subcommittee, America’s Climate Security Act also contains additional cost manage- 
ment provisions originated by Senators Landrieu, Graham, Lincoln and Alexander. 
Beyond these provisions, there are other provisions in ACSA targeted to low income 
home energy assistance that we support. 

Senator Boxer. Thank you so much, Mr. Krupp. And thanks to 
your organization. I think you have been a very positive part of our 
discussions. Thank you. 

Mr. Krupp. Thank you, Senator. 

Senator Boxer. Our next speaker is Hon. Eileen Claussen, Presi- 
dent, Pew Center on Global Climate Change. Welcome. 

STATEMENT OF HON. EILEEN CLAUSSEN, PRESIDENT, PEW 
CENTER ON GLOBAL CLIMATE CHANGE 

Ms. Claussen. Thank you. Senator Boxer, Ranking Member 
Inhofe and members of the Committee. Thank you for the oppor- 
tunity to testify on the most cost-effective means of reducing U.S. 
greenhouse gas emissions. 

The Pew Center strongly supports reporting the America’s Cli- 
mate Security Act of 2007 from the Committee on the schedule that 
you have announced, and looks forward to working with you and 
the rest of the Congress as the bill goes through the legislative 
process. 

Senators, the bad news is that climate change poses real risks 
to our Nation’s security, economy and environment, and that these 
risks will grow dramatically if we do not begin to reduce our green- 
house gases now. The good news is that the market-based mecha- 
nisms found in the ASCA will allow us to address this problem cost 
effectively and in a way that enhances U.S. competitiveness. 

Through the cap and trade program created by the bill. Congress 
can set the overall greenhouse gas reduction goals and let the 
emitters decide for themselves how to achieve the environmental 
goals of the program, at least cost. This does not mean that achiev- 
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ing our climate security goals will be cost free, just that the costs 
can be kept as low as possible and far lower than the costs of not 
acting. 

We favor the economy-wide approach taken by the bill. Certainly 
sector by sector approaches can work, but the most cost-effective 
approach for the economy as a whole is to bring power plants, fac- 
tories and transportation together in one market. An economy-wide 
trading program will draw key technologies into the marketplace 
when they are ready, diminish the burden on any one sector, re- 
duce the cost to the economy as a whole and provide the broadest 
incentives possible for early emission reductions and technology in- 
novation. 

As a result, America’s Climate Security Act will enhance U.S. 
competitiveness. Given what the peer-reviewed science tells us 
about climate change, we must move quickly to an economy in 
which our greenhouse gas footprint shrinks, even as our standard 
of living increases. This will require a profound world-wide techno- 
logical revolution. The United States should be leading that revolu- 
tion, but we currently are not. An appropriate price on greenhouse 
gas emissions, combined with incentives, will push technology into 
the marketplace and ensure that we meet our environmental goals 
at the lowest possible costs. 

I would like to mention briefly three other important issues be- 
fore I conclude: how to deal with transportation, the use of allow- 
ance allocation as a tool, and the need for cost certainty and reli- 
ability. First, transportation. Transportation emissions account for 
roughly one quarter of total U.S. emission and are growing rapidly. 
Reversing that trend is essential and can only be done by increas- 
ing vehicle efficiency, reducing vehicle miles traveled and reducing 
the carbon footprint of transportation fuels. The bill would include 
transportation fuels in the cap and trade program, providing a 
price signal that would promote all three. 

Second, allowance allocation. While the use of a well-designed 
cap and trade program ensures the lowest overall cost, many im- 
portant sectors of the economy will face real transition costs that 
can and should be dealt with through the allowance allocation proc- 
ess. Allocation has no effect on the greenhouse gas reductions man- 
dated by the cap. 

Given this, we should use the allocation process to address the 
legitimate transition costs some sectors will face as we move to a 
low greenhouse gas economy. Take coal-based electricity, for exam- 
ple. Coal is cheap and plentiful, and the United States is going to 
use it for the foreseeable future. And even if we did not, as was 
pointed out, China and India would. So rapid deployment of cli- 
mate-friendly technologies is essential. 

The best hope seems to lie with carbon capture and sequestra- 
tion, which will likely take at least a decade to deploy widely. 
While we need not wait until then to begin cost-effective deduc- 
tions, it would be appropriate to allocate initially a si^ificant 
amount of allowances to this sector to help with the transition. As 
the need for transition assistance diminishes, the allocation of free 
allowances should phase out, which the bill does as well. 

Finally, cost containment. Some stakeholders fear that in the 
early years of the program, the market price of an allowance might 
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be volatile, might swing too high too rapidly. Similarly, concerns 
have been raised about market liquidity, hoarding of allowances, 
manipulation of the market and exceptionally high costs. ACSA in- 
cludes powerful cost containment mechanisms, including banking, 
borrowing and the use of offsets. In addition, the bill draws from 
the excellent work of Senators Warner, Landrieu, Graham and Lin- 
coln in establishing a Carbon Market Efficiency Board which can 
step in should unexpected problems arise. 

We look forward to working with the authors of the bill. Chair- 
man Boxer and others as the bill moves forward to refine measures 
to provide additional assurances of a smoothly functioning market, 
so long as they do not undermine the integrity of the greenhouse 
gas emissions cap. 

In conclusion, the America’s Climate Security Act of 2007 is an 
excellent foundation. We applaud the Committee’s work to date 
and urge the Committee to report the bill. Thank you. 

[The prepared statement of Ms. Claussen follows:] 

Statement of Eileen Claussen, Pew Center on Global Climate Change 

Chairman Boxer, Ranking Member Inhofe, and members of the committee, thank 
you for the opportunity to testify on the most cost-effective means of reducing U.S. 
greenhouse gas emissions. My name is Eileen Claussen, and I am the President of 
the Pew Center on Global Climate Change. 

The Pew Center on Global Climate Change is a non-profit, non-partisan and inde- 
pendent organization dedicated to providing credible information, straight answers 
and innovative solutions in the effort to address global climate change. Forty-five 
major companies in the Pew Center’s Business Environmental Leadership Council 
(BELC), most included in the Fortune 500, work with the Center in these efforts.'^ 

The Pew Center strongly supports reporting the America’s Climate Security Act 
of 2007 from the committee on the schedule that you have announced, and looks 
forward to working with you and the rest of the Congress as the bill goes through 
the process. I would like to discuss several reasons for recommending that you move 
forward with this bill. 

CAP-AND-TRADE IS THE MOST COST-EFFECTIVE WAY OF REDUCING GREENHOUSE GAS 

EMISSIONS 

Senators, the bad news is that climate change poses real risks to our nation’s se- 
curity, economy and environment, and that these risks will grow dramatically if we 
do not begin to reduce our greenhouse gas emissions now.^ The good news is that 
the market-based mechanisms found in the America’s Climate Security Act of 2007 
will allow us to address this problem cost effectively and in a way that enhances 
U.S. competitiveness. 

Unlike most emissions this committee deals with, greenhouse gas emissions are 
essentially fungible. Greenhouse gases mix quickly throughout the atmosphere, 
which means that wherever you can reduce a ton of greenhouse gas emissions — 
whether from a car, a factory, or a power plant; whether in Los Angeles, London, 
or Lagos — the benefit to the climate is the same. 

In most of our other environmental laws. Congress directs EPA to dictate how 
much of a given pollutant a facility can emit or which pollution control technology 
to use. We do not have to take that approach with greenhouse gas emissions. In- 
stead, by using a cap-and-trade program, Congress can set the overall greenhouse 
gas reduction goals and let the emitters decide for themselves how to achieve the 
environmental goals of the program at least cost. When we used a market-driven 
approach in the acid rain program, it provided the best environmental result at the 


iPor more on the Pew Center, see www.pewcUmate.org. 

2 For more on the science of climate change and the threat to our environment and economy, 
see the Pew Center’s extensive hody of reports available at www.pewcliniate.org I global-warm- 
ing-in-depth and the most recent findings of the Intergovernmental Panel on Climate Change 
at http:! Iwww.ipcc.chl 
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lowest overall cost to our economy.® This does not mean that achieving our climate 
security goals will be cost-free, just that the cost can be kept as low as possible — 
and far less than the cost of not acting. 

AN ECONOMY-WIDE PROGRAM WILL BE MORE COST-EFFECTIVE THAN SECTOR-BY-SECTOR 

PROGRAMS 

The Pew Center supports the proposal to apply the cap-and-trade program to all 
large sources of greenhouse gas emissions simultaneously. Congress has seen sev- 
eral proposals to cap and trade emissions from power plants only. Similarly, Con- 
gress has seen several proposals that address the transportation sector only, for ex- 
ample, by reducing the carbon footprint of transportation fuels. Certainly, such a 
sector-by-sector approach can work, but it will be more expensive and slower than 
an economy-wide approach.'^ 

The most cost-effective approach is to bring power plants, factories and transpor- 
tation together in one market, where all can benefit from the efficiencies and tech- 
nological breakthroughs available in any sector at a given time. With an economy- 
wide program, we do not have to await the deployment of a single solution — such 
as carbon capture and sequestration, for example — to begin cost-effective reductions. 
The Pew Center’s research with leading companies demonstrates that there are nu- 
merous cost-effective and even cost-saving reductions available now from off-the- 
shelf technologies and fuels.® This is especially true in reducing non-COi emissions 
from industrial processes, increasing industrial and building energy efficiency, in- 
creasing the use of low-carbon fuels, and improving vehicle efficiency.® In the me- 
dium and longer term, steeper reductions will be made possible through deployment 
of more advanced technologies, such as highly efficient vehicles, improved nuclear 
power plants, renewable energy combined with enhanced electricity storage capac- 
ity, and carbon capture and storage (CCS). An economy wide trading program will 
draw these technologies into the marketplace when they are ready, reducing the 
burden on any one sector, reducing the cost to the economy as a whole, and pro- 
viding the broadest incentive possible for early emission reductions and technology 
innovation. 

The America’s Climate Security Act uses other important measures to lower the 
cost of greenhouse gas reductions as well. The bill allows companies to offset some 
of their emissions with reductions from sources not covered by the program. Allow- 
ing the use of offsets motivates emission reductions throughout the economy from 
sources too small or dispersed to be specifically targeted by the program. Companies 
would also be allowed to use credits from the markets of other countries, thus mak- 
ing use of the global fungibility of greenhouse gases and expanding the scope of the 
program. Again, the larger the program, the lower the cost. We see opportunities 
to increase the use of these measures even beyond what is already in the bill. 

A GREENHOUSE GAS CAP-AND-TRADE PROGRAM WILL ENHANCE U.S. COMPETITIVENESS 

The America’s Climate Security Act will enhance U.S. competitiveness. Given 
what the peer-reviewed science tells us about climate change, we must move quickly 
from our current economy to one in which our greenhouse gas footprint shrinks even 
as our standard of living increases. That will require a profound worldwide techno- 
logical revolution. The United States can and should be leading that revolution, and 
positioning itself to reap the economic benefits associated with decreased depend- 


®For more on our experience with emissions trading programs and on the design of a green- 
house gas reduction program, see Ellerman, Denny A., Emissions Trading in the U.S.: Experi- 
ence, Lessons, and Considerations for Greenhouse Gases, Pew Center on Global Climate Change, 
May 2003, and Nordhaus, R., Designing a Greenhouse Gas Reduction Program for the U.S., Pew 
Center on Global Climate Change, May 2003. 

^The benefits of a wider trading program have been repeatedly demonstrated in all of the 
credible economic models — including the large number which participate in Stanford’s Energy 
Modeling Forum. See www.stanford.edu ! group j EME ! 

®For more on the Pew Center’s work with companies on strategies to address climate changes, 
see http:! jwww. pewclimate.org ! companies— ieaAiag— the— way— hAe 

®For example, 37 of the 45 companies in the Pew Center’s Business Environmental Leader- 
ship Council have set voluntary targets, 22 have achieved those targets, and all have done so 
from a combination of efficiency improvements and process changes. DuPont, for example, has 
reduced its emissions 65% through a combination of energy efficiency and process change and 
has saved over $2 billion. See also the proceedings from a workshop co-sponsored by the Pew 
Center on Global Climate Change and the National Commission on Energy Policy, The 10-50 
Solution: Technologies and Policies for a Low-Carbon Future, found at http:! (www. 
pewclimate.org j global-warming-in-depth ! workshops and— conferences I tenfifty I proceedings. cfm 
and Reilly, John M., Multi-gas Contributors to Global Climate Change: Climate Impacts and 
Mitigation Costs of Non-CO^ Gases, Pew Center on Global Climate Change, February 2003. 
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ence on foreign oil and increased export potential of low carbon technology. We cur- 
rently are not leading, however, and federal R&D subsidies alone will not change 
that. An appropriate price on greenhouse gas emissions, in combination with “tech- 
nology push” policies, will. 

Some have asserted a false dichotomy between the need for mandatory climate 
policy on the one hand and support for climate-friendly technology on the other. In 
fact, a well-designed mandatory climate policy that leverages the power of the mar- 
ket is essential for driving deployment of climate-friendly technology. When com- 
bined with subsidies for specific technologies, it is the most cost-effective method of 
driving deplo 3 mient. Government would have to spend roughly ten times the amount 
in incentives alone in order to achieve the same environmental result as a price sig- 
nal coupled with incentives.'^ The America’s Climate Security Act wisely combines 
mandatory ^eenhouse gas constraints and technology subsidies. 

I would like to mention three other important issues before I conclude: how to 
deal with transportation, the use of allowance allocation as a tool, and the need for 
cost certainty and reliability. 

REDUCING EMISSIONS FROM THE TRANSPORTATION SECTOR 

Transportation emissions account for roughly one-quarter of total U.S. emissions 
and are growing rapidly. Reversing that trend is essential, and can only be done 
by (1) increasing vehicle efficiency, (2) reducing vehicle miles traveled ('\^T), and 
(3) reducing the carbon footprint of transportation fuels. The America’s Climate Se- 
curity Act would include transportation fuels in the cap-and-trade program, pro- 
viding a price signal that would promote all three — especially if complemented by 
the other measures currently being proposed by the White House and Congress to 
increase vehicle efficiency and promote low carbon fuels, and with VMT-reduction 
measures, such as those in the Transportation Equity Act.® 

USING THE ALLOCATION PROCESS TO AID TRANSITION 

While the use of a well-designed cap-and-trade program ensures the lowest overall 
cost, many important sectors of the economy will face real transition costs that can 
and should he dealt with through the allowance allocation process. Allocation, con- 
trary to the impression some stakeholders may be creating, has no effect on the 
greenhouse gas reductions mandated by the cap. Given this, we should use the allo- 
cation process, in the early years of the program, to address the legitimate transi- 
tion costs some sectors will face as we move to a low-greenhouse gas economy. 

Take coal-based electricity, for example. Coal is cheap and plentiful, and the 
United States is going to use it for the foreseeable future. Even if we did not, China 
and India would, so rapid development and deployment of climate-friendly tech- 
nologies is essential. The best hope, at the moment, lies with carbon capture and 
sequestration, which most experts believe will take at least a decade to deploy 
throughout the power sector. While we need not wait until then to begin cost-effec- 
tive reductions, it would be appropriate to allocate initially a significant amount of 
allowances to this sector to help with transition.® The bill does this and also appro- 
priately uses bonus allowances and a clean coal technology program funded out of 
auction proceeds to accelerate CCS deployment and speed and smooth the transi- 
tion. There is is a similar need for transition assistance in other sectors of the econ- 
omy, most particularly energy-intensive industries that face significant foreign com- 
petition. As the need for transition assistance diminishes, the allocation of free al- 
lowances should phase out, which the hill does as well. 

In addition, the bill includes provisions to mitigate any effect the program may 
have in increasing energy prices, especially for low- and middle-income Americans. 
A significant percentage of the proceeds from the auction have been dedicated to 
help these consumers and to help states assist their residents.^® 


"^For more on the benefits of combining R&D and a carbon constraint, see Goulder, L., In- 
duced Technological Change and Climate Policy, Pew Center on Global Climate Change, October 
2004. 

®For more on policies to reduce emissions in the transportation sector, see Green, David L., 
Reducing Greenhouse Gas Emissions from U.S. Transportation, Pew Center on Global Climate 
Change, May 2003. 

®For more on the policy and technology options to deal with GHG emissions from coal see 
the Pew Center’s new Coal Initiative series found at http:! ! wivw.pewclimate.org t 
white — papers ! coal — initiative 

i®For more on on community adjustment and worker transition to climate change policy, see 
Greenwald, Judith M.; Roberts, Brandon; Reamer, Andrew D.; Community Adjustment to Cli- 
mate Change Policy, Pew Center on Global Climate Change, December 2001, and Barrett, Jim, 

Continued 
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ADDRESSING PRICE VOLATILITY AND COST CONTAINMENT 

Some stakeholders fear that, in the early years of the program, the market price 
of an allowance might be volatile and might swing too high too rapidly. Similarly, 
concerns have been raised about market liquidity, hoarding of allowances, and ma- 
nipulations of the market. 

In addition to the cap-and-trade itself, which provides for flexibility in meeting 
the environmental target, this legislation includes powerful cost containment mech- 
anisms, including banking and borrowing. Allowing firms the ability to bank excess 
allowances or credits for future use helps firms manage the normal swings of the 
market. Allowing firms access to offset credits further lessens the danger of supply 
shortages, which in part create this price volatility. The bill also draws from the ex- 
cellent work of Senators Warner, Landrieu, Graham and Lincoln and the Nicholas 
Institute at Duke University in establishing a Carbon Market Efficiency Board, 
which can gauge market activity and step in should unexpected problems arise. We 
look forward to working with the authors of this bill. Chairman Boxer, and others 
as the bill moves forward to refine measures to provide additional assurances of a 
smoothly functioning market, so long as they do not undermine the integrity of the 
greenhouse gas emissions cap. 


CONCLUSION 

In conclusion, the America’s Climate Security Act of 2007 is an excellent founda- 
tion for an environmentally effective, cost-effective greenhouse gas reduction pro- 
gram. Continuing to move it through the legislative process will engage important 
stakeholders whose contributions will improve the bill. We applaud the committee’s 
work to date, and urge the committee to report the bill. 

Responses by Eileen Claussen to Additional Questions from Senator Inhofe 

Question 1. Do you support not allowing any more coal plants to be built until 
the future date when carbon capture and storage technology is available? 

Response. The Pew Center supports a greenhouse gas (GHG) emissions cap-and- 
trade program which increases in stringency over time, as well as a large-scale car- 
bon capture and storage (CCS) demonstration program. In the early years of the 
program, coal plants could be constructed, but these facilities would need to pur- 
chase GHG emission allowances or offset their emissions. These new plants could 
be CCS demonstration sites and would be eligible for CCS incentives such as bonus 
allowances. 

Question 2. In your written testimony, you say that “we should use the allocation 
process, in the early years of the program, to address the legitimate transition costs 
some sectors will face as we move to a low-greenhouse gas economy.” Are you saying 
you support reducing the number of “free” allowances further than provided in S. 
2191? 

Response. The Pew Center believes there are sound policy reasons for providing 
covered entities with a high level of free allowances initially to account for their 
transition costs — even at levels higher than in the current version of S. 2191 — and 
phasing them out over a reasonable period of time. 


Responses by Eileen Claussen to Additional Questions from Senator Vitter 

Question 1. You suggest that an economy-wide approach to emissions reductions 
is preferable and more efficient because it provides flexibility and diversity of reduc- 
tion sources. If this is true, why stop at just domestic industries? This bill does very 
little in terms of reducing global emissions. Would it not be even more efficient to 
have emission sources from all nations on the table? 

Response. The Pew Center believes that to address global climate change all 
major greenhouse gas (GHG) emitting nations must enter into binding agreements 
that require mitigation commitments of them. The Pew Center also supports, how- 
ever, the statement of the U.S.-ratified U.N. Framework Convention on Climate 
Change (UNFCCC) that nations hold “common, but differentiated responsibilities” 
in addressing climate change. In other words, the commitments which we may ex- 
pect of a developing country might be different from those expected of the United 
States or any other developed country. While we hope ultimately to see an inter- 
national emissions trading system implemented under such agreements, we do not 


Worker Transition and Global Climate Change, Pew Center on Global Climate Change, Decem- 
ber 2001. 
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anticipate that it would initially cover developing countries. Industrial GHG emis- 
sions in such countries could instead be addressed through sector-specific policies 
and measures or through international sectoral agreements. 

If the U.S. is willing to make a commitment to reduce its emissions — as the lead- 
ing contributor to current concentrations — it will be in a better position to work 
with other countries to do the same. Enactment and implementation of S. 2191, 
while on its own will not completely solve the global warming problem, would (a) 
send a price signal throughout the U.S. economy that would turn our unrivaled in- 
novative capacity towards the problem of reducing GHG emissions while increasing 
standards of living, and (b) allow the United States to credibly begin negotiations 
with the other emitting nations in securing agreements that bind them to mitigation 
commitments, both of which will be essential in reducing global emissions to the 
necessary level. Without enactment of mandatory U.S. GHG reductions, neither of 
these essential steps will be possible. 

Question 2. Considering that this bill will have virtually zero impact on green- 
house gas concentrations in our atmosphere, doesn’t working within the UN Frame- 
work Convention on Climate Change make more sense and allow the U.S. to com- 
pete on a level playing field rather than taking unilateral action on a emissions re- 
gime that may or may not comport with future international programs? 

Response. The Pew Center does not agree that the proposed 70% cut in emissions 
below 2005 levels will have a negligible impact on atmospheric concentrations of 
greenhouse gases, especially when compared to business-as-usual emissions. Fur- 
ther, the Center supports the rapid enactment of a U.S. domestic program to reduce 
GHG emissions precisely so that the United States can credibly negotiate with the 
other major emitting nations to secure mitigation commitments under the UNFCCC 
that will allow the United States to compete on a level playing field. 

Question 3. This bill does not include providing any allowances to refiners for the 
petroleum transportation fuels that they produce. How would refiners comply with 
this bill in 2012 to cover the greenhouse gas emissions from petroleum transpor- 
tation fuels? 

Response. The Pew Center would not object to providing some free allowances to 
refineries for the transportation fuels they produce. That said, however, refiners 
could certainly comply with the current version of the bill by purchasing allowances 
on behalf of their customers either through the auction or from other covered enti- 
ties. Economic analysis suggests that this sector can pass on the costs of purchasing 
allowances to their customers more readily than other sectors of the economy. 

Question 4. This bill explicitly does not preclude or abrogate the right of a state 
to adopt or enforce a standard, cap, limitation, or prohibition relating to greenhouse 
gas emissions. We could end up with a national cap-and-trade program and different 
state controls. Shouldn’t states be preempted to prevent duplicative and possibly 
conflicting environmental controls? 

Response. In order to solve the climate change problem, action will be needed by 
all levels of government. For example, land use planning and building codes have 
an important influence on greenhouse gas emissions, and these policies are pri- 
marily the responsibility of local governments. Electric utility regulation also strong- 
ly influences greenhouse gas emissions and the costs to consumers of greenhouse 
gas reductions, and that is the purview of state public utility commissions. The fed- 
eral government has a key role to play in ensuring that our nation overall takes 
the most efficient and effective approaches to reducing greenhouse gas emissions, 
and that the costs and benefits of the program are fairly distributed nationally. The 
federal government also has a key role to play in ensuring that the United States 
participates in global efforts to address climate change. 

Senator Boxer. Thank you so much. We really appreciate that. 
Ron Sims, we are very happy to have you here. You are King 
County Executive, State of Washington. Welcome, sir. 

STATEMENT OF RON SIMS, COUNTY EXECUTIVE OF KING 
COUNTY, WASHINGTON 

Mr. Sims. Madam Chairman, Senator Inhofe — I am nervous, and 
I can’t believe this after being in office for 22 years. 

[Laughter.] 

Mr. Sims. Members of the distinguished Committee, I want to 
thank you for inviting me to testify today about the importance of 
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investments, particularly in public transportation and other strate- 
gies to reduce driving in order to cut emissions of greenhouse 
gases. 

I am the King County Executive and I am proud to serve as its 
elected leader of the 14th largest regional government in the 
United States. I am also Board Member of the Center for Clean Air 
Policy, a leading think tank crafting cost-effective climate policy so- 
lutions. King County stretches from the Puget Sound shores to the 
snow-crested peaks of the Cascade Mountains. It is the best place 
in the world to live. In between are 2,000 square miles containing 
vibrant urban centers, four major river systems, 760 lakes, 3,000 
miles of streams and 1,000 square miles of forest. It is a wonderful 
community and home to 1.8 million people and businesses such as 
Boeing, Microsoft, Amazon.com and Starbucks. 

With regard to transportation. King County also owns and oper- 
ates Metro Transit, one of the ten largest bus transit systems in 
North America, with an annual ridership of over 100 million. Re- 
cently King County secured designation as a U.S. Department of 
Transportation Urban Partnership, which provides significant Fed- 
eral funding to pursue a range of congestion pricing measures, re- 
duction measures, including major new transit improvements as 
well as new technologies and incentives for changing commuting 
behaviors. 

King County was also the first county and transit agency to join 
the Chicago Climate Exchange in part to help ensure that regional 
transit agencies have a voice during the creation of national cap 
and trade rules and legislation. Our region is growing extremely 
fast, both in our economy and our population. But our global warm- 
ing challenges are also fast-growing. There will be two and a half 
million more people in the Puget Sound by 2050. So I think about 
how much decisions today as an elected official will shape what the 
region looks like then and whether those people, including my chil- 
dren and my grandchildren, will enjoy the well-being and pros- 
perity that I have enjoyed. 

That is why I am proud to speak before you today on the critical 
issues of America’s response to global warming. lUng County ap- 
preciates the comprehensive approach of this bill. We support cre- 
ating a market cap that sends a consistent economy-wide carbon 
price signal to all sectors. As Congress now examines how to reduce 
the emissions of greenhouses through national legislation, I urge 
you to consider that capping carbon emissions and promoting in- 
vestments in clean energy and fuels alone will not solve this na- 
tional and global crisis. 

In King County, as in so many regions in the United States, es- 
pecially the west coast, greenhouse gas emissions from the trans- 
portation sector are the single biggest source of global warming pol- 
lution. Additionally, the single largest contributor to transportation 
pollution are cars driving on our roads and our highways. Simply 
put, we cannot solve the problem of greenhouse gas emissions un- 
less we create ways for people to drive less. 

Not surprisingly. King County, as the regional transit agency, is 
confronted each day with the challenges of moving people out of 
their cars and into cleaner transportation alternatives. Therefore, 
a critical step in addressing the vehicle miles traveled problem lies 
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in assuring that the scope of this legislation fully recognizes and 
rewards those governments and institutions that are implementing 
policies right now to increase transportation choices and reduce the 
need for driving. Examples of such policies include smart growth 
planning, expanded transit, bolstering alternatives modes, such as 
biking, walking, tele-commuting and promoting density and tran- 
sit-oriented development. 

The research shows that if one solo commuter of a household 
switches from driving to transit for their commute to work, he or 
she can reduce their carbon footprint by 10 percent, the equivalent 
of more than 4,800 pounds of CO 2 for an average commuter each 
year. If that same commuter rides transit to work and their house- 
hold gives up a second car, that family can reduce their carbon 
emission of up to 30 percent. 

The comprehensive approach you are now taking also should pro- 
vide incentives for those communities that are not currently en- 
gaged in those strategies. These include direct allocation of allow- 
ances to localities and regions engaged in policies to make signifi- 
cant investments in public transit, such as allowances or revenues, 
will make it easier for refiners to meet their greenhouse goals. 

This can be done. In King County, we are either doing or pro- 
moting each of these policies. And we have gone one step further. 
We have said in response to our own environmental policy act that 
we are going to look at carbon emissions as one of the standards. 
Rewarding local governments engaged in comprehensive ap- 
proaches that address all sectors of the economy and all three legs 
of that stool of transportation will be an essential element in the 
national fight against global warming. 

Madam Chairman, Senator Inhofe and members of this Com- 
mittee, thank you again for the opportunity to speak with you 
today to advocate for Federal Government action on global warm- 
ing. I look forward to continuing to work with you to pass this very 
important and critical legislation. Thank you. 

[The prepared statement of Mr. Sims follows:] 

Statement of Ron Sims, County Executive of King County, Washington 

Madam Chairman, Senator Inhofe, and members of the Committee, thank you for 
inviting me to testify today about the importance of investment in public transpor- 
tation and other strategies to reduce driving in order to cut the emission of green- 
house gases. 

I am King County Executive Ron Sims, and I am proud to serve as the elected 
leader of the nation’s fourteenth largest county government in the country. I am 
also a board member of the Center for Clean Air Policy, a leading think tank 
crafting cost-effective climate policy solutions. King County stretches from the Puget 
Sound shores to the snow-crested peaks of the Cascade Mountains. Between are 

2.000 square miles with vibrant urban centers, four major river systems, 760 lakes, 

3.000 miles of streams, and 1,000 square miles of forest. Our county is home to 1.8 
million people. 

With regard to transportation. King County also owns and operates Metro Tran- 
sit, one of the ten largest bus transit systems in the nation, with an annual rider- 
ship of more than 100 million. Recently, King County was a lead in securing des- 
ignation as a U.S. Department of Transportation “Urban Partnership,” which pro- 
vides significant federal funding to pursue a range of congestion reduction meas- 
ures, including major new transit improvements, as well as technologies and incen- 
tives for changing commuting behaviors. King County was also the first county to 
join the Chicago Climate Exchange in part to help ensure that regional transit agen- 
cies have a voice during the creation of national cap and trade rules and legislation. 

My region is growing extremely fast, both in our economy and our population. And 
our global warming problem also is fast-growing. I know that I will not be in the 
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Puget Sound region in 2060, but 2.5 million people will live there. And I think about 
how my decisions as an elected official today will shape what our region looks like 
then, and whether those people — including my children and grandchildren — will 
enjoy well being and prosperity. That is why I am pleased to speak before you today 
on the critical issue of America’s response to global warming. 

King County appreciates the comprehensive approach of S. 2191. We support cre- 
ating a market cap that sends a consistent economy-wide carbon price signal to all 
sectors. As Congress now examines how to reduce the emission of greenhouse gases 
through national legislation, I urge you to consider that capping carhon emissions 
and promoting investment in clean energy and fuels alone will not solve this na- 
tional crisis. It is my hope that you take this opportunity to build on the existing 
provisions in S. 2191 to prioritize and ensure investments will be made in policies 
designed to reduce vehicle miles traveled (VMT). That may require being more ex- 
plicit about the types of VMT reduction activities eligible for funding beyond transit 
(which is already specifically noted in the bill), increasing available funding dedi- 
cated to those purposes, and considering funding VMT reductions from hoth the al- 
lowance and auction sources. 

In King County and so many regions in the United States, especially on the west 
coast, greenhouse gas emissions from the transportation sector are the single big- 
gest source of global warming pollution. Additionally, the single biggest factor in the 
amount of transportation pollution is the number of vehicle miles traveled. Not sur- 
prisingly King County, as the regional transit agency, is confronted each day with 
the challenge of moving people out of their cars and into cleaner transportation al- 
ternatives. 

Nationally, the transportation sector is responsible for 33 percent of CO 2 emis- 
sions, and those emissions are projected to increase rapidly. Passenger vehicles (cars 
and light trucks) are responsible for more than three-fifths of transportation sector 
CO 2 emissions. With the significant reductions in CO 2 emissions needed to protect 
the climate (e.g., 60 to 80 percent below 1990 levels), the continuing growth of emis- 
sions from transportation will undoubtedly put more pressure on other sectors (in- 
cluding refining, manufacturing and electricity) to reduce their emissions. 

The transportation sector’s CO 2 emissions are a function of vehicle fuel efficiency, 
fuel carbon content, and VMT (vehicle miles traveled), factors we refer to as a 
“three-legged stool” (Fi^re 1). Energy and climate policy initiatives at the federal 
and state levels (including S. 2191) have focused almost exclusively on technological 
advances in vehicles and fuels, the first two legs. Yet, there is a growing recognition 
that managing VMT has to be part of the solution — this third leg is needed to sup- 
port the stool and should complement vehicle technology and fuels policy. 

Figure 1. Transportation CO 2 Emissions: The Three Legged Stool 



Vehicles Fuels VMT 



Source: Center for Clean Air Policy (2007) 


In fact, expected growth in our driving habits will overwhelm planned reductions 
in CO 2 emissions from even the most aggressive proposed improvements in vehicle 
and fuel efficiency. As discussed below, an analysis by the Center for Clean Air Pol- 
icy (CCAP) finds that current policy proposals on vehicle technology and fuels would 
leave passenger vehicle CO 2 emissions well above 1990 levels in 2030, significantly 
off-course for meeting the bill’s 2050 target. Reduction in travel demand will be an 
important element of effective climate policy. 
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According to forecasts of the U.S. Department of Energy’s Energy Information Ad- 
ministration (EIA) VMT already is expected to increase by 59 percent from 2005 to 
2030 (the red line in Figure 2), outpacing projected population growth of 23 percent. 
This growth in VMT is due in large part to sprawling development patterns that 
require Americans to drive long distances as well as limited transportation alter- 
natives (transit, walk, bike). Over this time period, the EIA projects fuel economy 
for new passenger vehicles to increase by 16 percent (from 25 to 29 mpg) and the 
fuel economy of the full stock of vehicles (the green line in Figure 2) to increase by 
13 percent, as more efficient vehicles penetrate the fleet. CO 2 emissions would in- 
crease by 40 percent over the same time frame (the dark blue line in Figure 2). In 
this case, transportation CO 2 emissions in 2030 would be 75 percent above 1990 lev- 
els (the turquoise line in Figure 2). 

Figure 2. Projected Growth in CO 2 Emissions from Cars and Light Trucks 



The more important question is what would happen to CO 2 growth even if we im- 
plemented CAFE increases and a low carbon fuel standard. In June 2007, the U.S. 
Senate passed new CAFE standards that would increase new passenger vehicle fuel 
economy (cars and light trucks combined) to 35 mpg by 2020. California is imple- 
menting a low carbon standard for transportation fuels that calls for a 10 percent 
reduction in fuel carbon intensity by 2020. If California’s low carbon fuel standard 
were applied at the national level (the purple line in Figure 3), in conjunction with 
the Senate’s CAFE standard of 35 mpg by 2020 (the green line in Figure 3), pas- 
senger vehicle CO 2 emissions in 2030 would be 12 percent above 2006 levels, or 40 
percent above 1990 levels. In other words, projected growth of VMT would still over- 
whelm the CO 2 savings from vehicle and fuel regulations. ^ 


^In this scenario, VMT growth increases by 2 percentage points (61 percent growth by 2030) 
due to the “rebound effect” whereby driving increases as fuel economy increases (10 percent 
short-run elasticity). 
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Clearly, lowering transportation CO 2 emissions to 60 to 80 percent below 1990 
levels by 2050 would require even greater improvements in vehicles, fuels and, al- 
most certainly, reductions in VMT per capita. 

Therefore, a critical first step in addressing the VMT problem lies in assuring that 
the scope of this legislation fully recognizes and rewards those governments and in- 
stitutions that are implementing polices right now to increase transportation choices 
and reduce the need for driving. Examples of such policies include, rewarding those 
communities engaged in regional smart growth planning, expanding transit net- 
works, bolstering alternative transportation modes (bike, walk), and promoting infill 
and transit-oriented development around compact mixed use communities. 

The comprehensive approach you are taking now also should provide incentives 
for those communities that are not currently engaged in regional smart growth 
planning to adopt these strategies to slow growth in VMT. As the recent legal settle- 
ment in California surrounding the land use practices of San Bernardino County ex- 
emplifies, local land use decisions can and must be part of the solution to achieve 
the greenhouse gas reduction goals articulated in this legislation. Now is the time 
to seize upon the opportunity to craft incentives and develop resources that will en- 
able local governments to find effective solutions to VMT growth. 

There are a number of options for providing such incentives to the transportation 
sector beyond the price signal sent by a cap on refiners in this bill. These include 
direct allocation of allowances to localities and regions engaged in policies to reduce 
VMT such as making significant investment in public transit, or use of auction reve- 
nues through a competitive process to communities that reduce VMT. Such use of 
allowances or revenues to reduce VMT will also make it easier for refiners to meet 
their GHG target. 

The research shows that if one solo commuter of a household switches from driv- 
ing to transit for their commute to work, he or she can reduce their household car- 
bon footprint by 10 percent, the equivalent of more than 4,800 pounds of CO 2 for 
an average commute each year. If the same commuter rides transit to work and 
their household can give up a second car, a family can reduce its total carbon emis- 
sions up to 30 percent. 

According to a new report, compact development alone could reduce VMT by 20- 
40% as compared to typical suburban development.^ Shifting 60 percent of new 
growth to compact patterns could reduce transportation CO 2 emissions by 85 
MMTCO 2 in 2030. This is equivalent to the savings from a 28 percent increase in 
CAFE standards (to 32 mpg) or half the GHG savings from the Senate’s 36 mpg 
CAFE bill. These savings do not include strategic investments in transit or pricing 
policies such as congestion pricing, pay-as-you-drive insurance, commute trip reduc- 
tion and alternative work schedule programs, which could potentially double these 
savings. 

In King County we are either doing or promoting each of those local policy op- 
tions. And we have gone even one step further, requiring through our State Envi- 


2R. Ewing, Keith Bartholomew, S. Winkelman, J. Walters, and D. Chen, Growing Cooler: The 
Evidence on Urban Development and Climate Change, Urban Land Institute, in press. Final 
draft available here: http:j / www.ccap.org / transportation / smart.htm. 
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ronmental Policy Act that new projects being built where the County is the local 
government authority account for greenhouse gas emissions prior to being approved. 
Rewarding local governments engaged in comprehensive approaches that address all 
sectors of the economy and all three legs of the transportation stool will be an essen- 
tial element in the national fight against global warming. 

Madam Chairman, Senator Inhofe, and members of the Committee, thank you 
again for the opportunity to speak with you today and play a role in advocating for 
meaningful federal government action on global warming. We look forward to work- 
ing with you in the future on the important issue of VMT and climate change. 


Responses by Ron Sims to Additional Questions from Senator Vitter 

Question 1. You suggest that an economy-wide approach to emissions reductions 
is preferable and more efficient because it provides flexibility and diversity of reduc- 
tion sources. If this is true, why stop at just domestic industries? This bill does very 
little in terms of reducing global emissions. Would it not be even more efficient to 
have emission sources from all nations on the table? 

Response. No, this domestic economy-wide bill positions the United States to have 
a significant impact on greenhouse gas concentrations in our atmosphere. Further- 
more, it is not dependent on but remains consistent with development of a future 
international treaty to reduce global greenhouse gas emissions, which I strongly 
support. 

The United States has an unrivaled capacity to innovate and invest in new emis- 
sions reduction strategies at the local and regional level, with important co-benefits. 
In King County, for instance, our research has shown that compact development not 
only reduces our greenhouse gas emissions but also improves our air quality and 
public health, by making our communities more appealing for alternative transpor- 
tation choices, such as walking, biking and riding public transit. Other local and re- 
gional strategies to reduce vehicle miles traveled (e.g., congestion pricing, pay-as- 
you-drive insurance, commute trip reduction and alternative work schedule pro- 
grams) are also very important to reducing greenhouse gas emissions, increasing 
our workforce productivity, and improving our public health. These strategies are 
best recognized and rewarded by a domestic, economy-wide approach. 

In turn, we leaders of large urban regions such as King County can position our 
business communities and regions to be important world exporters of related green 
expertise, in areas ranging from walkable community design and transit-oriented 
development to clean technologies and fuels. 

Economy-wide national climate policy should recognize and reward local and re- 
gional strategies to expand policies such as these, which we already know to be ef- 
fective in reducing greenhouse gas emissions. 

Question 2. Considering that this bill will have virtually zero impact on green- 
house gas concentrations in our atmosphere, doesn’t working within the UN Frame- 
work Convention on Climate Change make more sense and allow the U.S. to com- 
pete on a level playing field rather than taking unilateral action on a emissions re- 
gime that may or may not comport with future international programs? 

Response. No, this bill positions the United States to have significant impact on 
greenhouse gas concentrations in our atmosphere. Please see response to Ql. 

Question 3. This bill does not include providing any allowances to refiners for the 
petroleum transport ration fuels that they produce. How would refiners comply with 
this bill in 2012 to cover the greenhouse gas emissions from petroleum transpor- 
tation fuels? 

Response. The Executive prefers to defer to those panelists with expertise in this 
area. 

Question 4. This bill explicitly does not preclude or abrogate the right of a state 
to adopt or enforce a standard, cap, limitation or prohibition relating to greenhouse 
gas emissions. We could end up with a national cap-and-trade program and different 
state controls. Shouldn’t states be preempted to prevent duplicative and possibly 
conflicting environmental controls? 

No, state and local governments should not be pre-empted on a de facto basis. If 
federal policies are more stringent than state and local requirements, a good argu- 
ment could be made for preemption, as long as such a measure is consistent with 
science, legislative and legal history. 
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Senator Boxer. Thank you very much, County Executive Sims, 
for your statement. We thank you for coming such a big distance 
to help us shed some light on the bill. Thank you. 

Our next speaker is Kevin Book, Senior Analyst and Vice Presi- 
dent, Friedman Billings Ramsey and Company, Inc. 

STATEMENT OF KEVIN BOOK, SENIOR ANALYST AND VICE 

PRESIDENT, FRIEDMAN BILLINGS RAMSEY AND COMPANY, 

INC. 

Mr. Book. Thank you. Madam Chairman, Ranking Member 
Inhofe and distinguished members of this Committee for the oppor- 
tunity to contribute to the vital work you are doing to safeguard 
climate security. 

The views I will present today are my own and do not necessarily 
represent those of my employer. My name is Kevin Book, I am an 
energy research analyst for Investment Bank, FPR Capital Mar- 
kets Corporation, which is headquartered in Arlington, Virginia. I 
serve the Wall Street institutional investors who manage the as- 
sets of individuals, private trusts, charitable organizations, pension 
funds and other capital sources very likely to play central roles in 
the implementation of the national policy goals that will be estab- 
lished by this Committee. I consider it an honor to have the privi- 
lege of service to this whole Committee, to offer my observations 
about this matter. 

My wife this morning said, if you really want to be of service, try 
to translate this time from economist to English. So my best effort 
follows. 

My overarching point is the need to balance action with caution. 
The world is indeed looking to this Nation and all developed econo- 
mies for leadership. All year, even as oil prices have risen and the 
U.S. dollar has fallen, the leaders of developed economies have de- 
bated, as this Committee has, how to apportion responsibility for 
greenhouse gas emissions. 

By contrast, the leaders of emerging economies have continued to 
comb the world in a no-holds barred pursuit of the cheapest fossil 
energy sources, primarily oil and coal. This is because billions of 
impoverished men and women world-wide regard hydrocarbon fuels 
as the shortest path to basic amenities. For fast-growing popu- 
lations in China, India and in the oil-producing States of the Mid- 
dle East, the freedom to make environmental responsibility a na- 
tional priority remains a far-distant dream. Thus, our Nation must 
demonstrate not only a commitment to environmental stewardship 
but also that needed controls retain sound economic fundamentals 
before the developing world would be likely to consider enacting 
controls of its own. That is the core challenge, wealth, energy de- 
mand and environmental externalities all tend to rise and fall to- 
gether. At the extreme, nothing cleans the air like an economic 
slowdown. 

Inventions born of necessity may be ingenious, but it is far better 
to have them born of rich capital markets and a stable society. Ba- 
sically, innovation and profligacy often live in the same zip code, 
if not under the same roof. Better technologies will require more 
wealth for investment, not less. 
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The irony here, the fossil energy linked to climate change also 
fuels economic growth, social freedom and the engines of Western 
innovation. Thus a small first step is less likely to be a mis-step. 

Let me give you a couple of recent economic data points. Home 
loan defaults during the third quarter of 2007 rose to a decade high 
of approximately 0.85 percent of residential mortgage debt. This 
same third quarter was the epicenter of sub-prime mortgage rate 
increase. Further defaults may lie ahead in the not too distant fu- 
ture, particularly given high energy prices. 

As my written testimony discusses at length. Sates with lower 
average incomes tend to also have coal-fired power and to drive 
longer distances. Nobody wants to see this happen, but consump- 
tion patterns underlying the emissions from some sectors of our 
economy may potentially shift during the next six months because 
of these economic factors. 

In light of that, a sequenced approach may actually give the U.S. 
economy a chance to respond before introducing systemic risk. I am 
saying essentially, change one thing, watch the results and if it is 
okay, keep going. I am not saying pick one thing over any other, 
I am just offering that as a suggestion. 

As I suggested during my February 2007 testimony, the power 
generation sector is already regulated under the acid rain program, 
which is very successful and could be a starting point. But mar- 
kets, as they say, have their ups and downs. Taxation may be a 
more efficient and flexible way to set a carbon price. Because even 
though markets are efficient distribution pricing mechanisms for 
commerce, they can inject unanticipated volatility into regulation. 
Because scarcity can distort price when commercial buyers, whose 
businesses cannot operate without the commodity in question, are 
forced to bid against non-commercial traders who generate profits, 
as they should, through scarcity and who may be reluctant to sell. 
Price can move down in this context as fast as it moves up. But 
volatility can make it difficult for commercial buyers to efficiently 
deploy capital. 

So to ensure stability, commercial buyers often purchase options 
to buy or sell in the future. But options do not reduce CO 2 levels 
in the atmosphere. And the costs of hedging are not available nec- 
essarily for investment in cleaner energy. Neither are the frictional 
transaction costs associated with markets, which includes service 
fees associated with brokerage and the fees of moving in and out 
of a proxy currency like a carbon allowance. Again, in sort of the 
English my wife asked for, the more complicated a system becomes, 
the more you are going to need skilled intermediaries to get you 
through it. The more you spend on commissions and payments to 
those intermediaries, the less you are going to have available to 
spend on new technologies. 

One final point. However one sets price, visibility and direct ac- 
countability into how the proceeds are spent is vital. The Crude Oil 
Windfall Profits Tax Act and the Synthetic Fuels Corporation it 
was intended to finance might have survived longer had Congress 
stuck with President Carter’s original design, which was the alloca- 
tion of proceeds to a separate account devoted to energy security 
investments. At the end of this process, the retention of the sepa- 
rate accounts and the laudable reporting requirements already es- 



394 


tablished in the America’s Climate Security Act of 2007 are likely 
to go further toward the program goals than putting the money 
into the general fund. 

Madam Chairman, that concludes my prepared testimony. I look 
forward to answering any questions you might have. 

[The prepared statement of Mr. Book follows:] 

Statement of Kevin Book, Senior Vice President, Energy Policy, Oil & 
Alternative Energy FBR Capital Markets Corporation 

Thank you, Madam Chairman, Ranking Member Inhofe and distinguished mem- 
bers of this Committee, for the opportunity to contribute to the vital work you are 
doing to safeguard climate security. The views I will present today are my own, and 
do not necessarily represent those of my employer. 

WALL street is WATCHING 

As an energy research analyst for an investment bank, I serve the Wall Street 
institutional investors who manage the assets of individuals, private trusts, chari- 
table organizations, pension funds and other capital sources likely to play essential 
roles in the implementation of national policy goals that will be established by this 
Committee. 

This year, from my perspective, the stewards of U.S. and international financial 
assets appear to be taking an unprecedented interest in how you, the stewards of 
U.S. environmental policy, will structure a national regulatory framework to reduce 
anthropogenic greenhouse gas (GHG) emissions. Given the diverse set of views ex- 
pressed by the Members of this Committee, I doubt any of you will be surprised that 
I have encountered a broad range of investor perspectives. Some investors have 
shared their optimism for a cleaner, more efficient energy future and, quite frankly, 
their curiosity about how the America’s Climate Security Act of 2007 (ACSA) and 
similar legislation might allow them to participate in capital formation and value 
creation. Others have shared their concerns that efforts to internalize the cost of 
GHG emissions could seriously disrupt one or several economic sectors, particularly 
power generation, heavy industry and fossil energy production. In essence, investors 
at both ideological extremes are wrestling with the policy challenge that has long 
confronted governments hoping to attenuate the effects of global climate change: 
wealth, energy demand and externalities all tend to rise and fall together. 

Three energy crises, two recessions and one very successful Clean Air Act during 
the last four decades of U.S. history suggest that, while well-considered policies may 
motivate stakeholders to diminish the externalities associated with their energy use 
and increase the energy efficiency of their domestic output, nothing cleans the air 
better or faster than an economic slowdown. Of course, every Congress during the 
decade since the Byrd-Hagel Resolution has rightly rejected economic contraction as 
a climate policy lever, because the short-term social costs and political consequences 
are obvious. While slowdowns caused by natural disasters and other external events 
may soon be followed by recoveries, an imprecise rebalancing of the economy-energy- 
environment relationship could potentially deter necessary investment and lead to 
longer-lasting economic underperformance. Because it is not just Wall Street, but 
the entire world, that is watching U.S. steps towards climate change regulation, a 
misstep could bring undesirable global consequences. 

Inventions born of necessity may be ingenious, but they are likely to be under- 
capitalized. By contrast, innovation and profligacy often live in the same zip code, 
if not necessarily under the same roof. New technologies to address global climate 
change are going to require more investment dollars, not less. Stable economies en- 
courage wealthy enterprises to invest in research and development towards new 
transformational technologies, as well as evolutionary improvements to existing 
processes. This may explain past U.S. leadership in energy and environmental tech- 
nologies: not just because laws established new pollution controls, but also because, 
once rules were in place, the nation’s rare, if not unique, combination of efficient 
markets, open society and economic prowess enabled new pollution control tech- 
nologies to emerge from corporate laboratories and basement inventors alike. 

It is possible that plain old Yankee ingenuity might really be a lucky accident, 
but I believe it comes from a synergy among related and supporting industries that 
form what Harvard business scholar Michael Porter would call our “national advan- 
tage”. This means that policies that raise the operating costs of industrial 
innovators enough to cause a recession could deprive the U.S. and the world of emis- 
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sions control technologies made possible, ironically, by the same wealth and stability 
that inure energy end-users to the price signals that encourage conservation. 

THE PRICE-SENSITIVE CONSUMER AND PRICE SIGNALS 

Relying solely on scientific data reported here through U.S. and international gov- 
ernmental channels, and having no academic background in the natural sciences 
that would lead me to reach any other conclusion, I am inclined to share the con- 
sensus view that U.S. policymakers should act quickly to lead the world towards an 
effective strategy to minimize the long-term risks associated with global climate 
change. 

I would submit, however, that recent economic data associated with the collapse 
of the sub-prime mortgage sector may reasonably raise the question whether the 
present moment in time calls for an economy-wide system of regulation, given that 
the consumption patterns underlying the emissions from some sectors of our econ- 
omy may potentially shift during the next 6-12 months. Home loan defaults rose 
during the third quarter of 2007 to a decade high of approximately 0.85% of residen- 
tial mortgage debt. The third quarter also represented the epicenter of “resets” (in- 
terest rate increases) for sub-prime adjustable rate mortgages, suggesting that fur- 
ther defaults may lie ahead in the not-too-distant future, particularly given the lag- 
ging, but significant price increases associated with record nominal high oil prices. 

If there is to be a shift in driving behavior and aggregate energy use patterns, 
it might be easiest to see on the road. According to a study released in October 2006 
by the Institute for Transportation Studies at the University of California, Davis, 
short-run price elasticity of gasoline demand was an order of magnitude less during 
the 2001-2006 timeframe ( — 0.034 to -0.077) than it was during the 1975-1980 
timeframe ( — 0.21 —0.34). Many of my clients and colleagues have hypothesized 
that this difference reflects the newfound wealth many urban drivers attained by 
refinancing their homes, as well as a new inflexibility derived from home ownership 
in suburbs and rural areas. In effect, one major reason why U.S. households did not 
demonstrate price-responsiveness in recent years may have been that they were 
“driving their homes”. 

The possibility that consumption behaviors could change in response to fiscal 
strictures underscores the precariousness of the current economic situation, particu- 
larly as consumer responsiveness to price signals occurs at the margin. That implies 
that any effort to trigger conservation or environmental stewardship, even if price 
hikes are mediated through larger enterprises before they reach consumers, will af- 
fect the poorest Americans first. The regressive effect may be enhanced by the fact 
that, consumers at the lowest income levels may have less working capital with 
which to avail themselves of conservation behaviors like efficiency improvements to 
their homes and purchasing higher fuel economy cars. 

The distribution of income and natural resources throughout the United States 
has set up regional economic advantages for certain power generation fuels, a fact 
reinforced by the graphic in Figure 1, below, which depicts the primary power gen- 
eration fuel on a statewide average basis. 



396 


Figure 1: Primary Power Generation Fuel on a Statewide Average Basis 



Source: FBR Research using FJA Data 

It is no secret that coal-fired generation enables lower average power generation 
prices, but it may not be clear how closely correlated the primary generation fuel 
is to average income distribution. Table 1 presents the ten highest and ten lowest 
statewide average levels of disposable personal income (DPI), as estimated by the 
Bureau of Economic Advisors, as well as those states’ primary power generation 
fuels and average power prices using July 2007 (latest) EIA data. Because coal-fired 
generation, on a national average basis, is approximately twice as carbon-inefficient 
per kilowatt-hour (kWh) generated, at any carbon price whatsoever, statewide aver- 
ages imply significantly disparate consumer wealth effects. Eight out of the ten 
poorest states on an average DPI basis rely primarily on coal-fired power. Eight out 
of the ten richest states on an average DPI basis rely primarily on carbon-efficient 
nuclear power or natural gas. The practical effect of a significant carbon surcharge 
to coal-fired generation would probably provoke a fairly dramatic shift to natural 
gas-fired generation where it is available, as this Committee has heard many times 
during the year. Thus, even without a surcharge imposed directly on coal-fired 
power, the poorest states would be likely to face higher average residential power 
prices one way or another. 
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Table 1: Per Capita DPI, Primary Fuel and Average Electricity Price/kWh 


State 

DPl/capita 

Primary Etectricity 
Generation Fuel 

Average July 2M7 
Residential Power 
$/kWh 


$ 

24.829 

Coal 

$0.0940 

lll^ggllljgil 

$ 

25.387 

Coal 

$0.0681 

Ailonsas 

$ 

26,643 

Coal 

$0.0908 

Utah 

$ 

26,285 

Coal 

$0.0860 

South Carolina 

$ 

26,517 

Nuclear 

$0.0934 

Idaho 

$ 

26.558 

Hydroelectric 

$0.0697 

kicky 

$ 

26,571 

Coal 

$0.0735 

New Mexico 

$ 

26.845 

Coal 

$0.0932 

Montana 

$ 




Alabama 

$ 

27,754 

Co^ 

$0.0928 

Nevada 

$ 

34,178 

Natural Gas 

$0.1210 

Colorado 

$ 

34,711 

Coal 

$..0903 

Ala^B 

$ 

35,021 

Natural Gas 

$0,1570 

New Hampshire 

$ 

35,377 

Nudear 

$0.1600 

Wyoming 

$ 

35,904 


$0.0860 

New York 

$ 

37,039 

Nuclear 

$0.1720 

Maryland 

$ 

37,494 

Coal 

$0.1340 

Massachusetts 

$ 

39,317 

Natural Gas 

$0.1570 

New Jersey 

$ 

39.857 

Nudear 

$0.1640 

Conneckcut 

s 

42,014 

Nudear 

$0.1830 


Source: FBR Research using BK4, EIA Data 

Table 2 addresses transportation fuels needs. Examining the vehicle miles trav- 
eled per disposable personal income dollar standardizes consumer wealth exposure 
to existing driving behaviors. Appl 3 dng a standard fuel economy (mathematically, 
any number will do, but I used a national light-duty average of 20.5 miles per gallon 
for this calculation) and latest available gasoline prices creates a percentage of aver- 
age disposable income allocated to driving behaviors at current gasoline prices. Last, 
Table 2 incorporates a pro-rata surcharge of $0.34/gallon for carbon, which reflects 
the $39 per metric ton carbon market premium when the European Emissions Trad- 
ing Scheme peaked in April 2006, adjusted for currency effects at the time, applied 
to the gasoline-powered fleet on a national average basis. This presents potentially 
stark regional effects under an economy-wide cap-and-trade scheme. 
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Table 2; State Rank by VMT per Disposable Income Dollar, with Carbon Surcharge 


Rank 

State 

Per>Capfta 
Disposable 
Income Per 
Vehicle Mile 
Traveled 

11713/2007 
Average 
Gasoline Price 
(Regular) 

Percentage 

of 

Disposable 
incomeat 
20.5 MPG 

Percentage 

of 

Disposable 
Income at 
20.5 MPG 
and 

$39iMtC038 

1 

MS 

$ 

1.95 

$ 

3.00 

7.50% 

8.37% 

2 

WY 

$ 

2.00 

$ 

3.03 

7.39% 

8,23% 

3 

AL. 

$ 

2.24 

$ 

303 

6.60% 

7.35% 

4 

OK 

$ 

2.25 

$ 

3.08 

6.68% 

7.43% 

5 

NM 

$ 

2.27 

$ 

3.13 

6.73% 

7.47% 

6 

AR 

$ 

2.39 

i 

3,03 

6.18% 

6.89% 

7 

SC 

$ 

2.44 

$ 

2.97 

5.94% 

6.63% 

3 

wv 

$ 

2.45 

$ 

3.17 

6.31% 

7.00% 


GA 

$ 

2.40 

$ 

3.05 

6.20% 

6.90% 

10 

MT 

$ 

2.48 

$ 

3.18 

6,25% 

6.94% 

41 

NV 

$ 

4.17 

$ 

3.15 

3,68% 

4.08% 

42 

MD 

j 

4.21 

$ 

3,03 

3.51% 

3,91% 

43 

IL 

$ 

4.29 

$ 

3.19 

3,63% 

4.02% 

44 

R! 

$ 

4.65 

$ 

3.05 

3.20% 

3.56% 

45 

HI 

$ 

4.66 

$ 

3,32 

3.48% 

3,84% 

46 

AK 

$ 

4,68 

$ 

3.03 

3.16% 

3.52% 

47 

CT 

$ 

5.30 

$ 

3.21 

2.95% 

3.27% 

48 

MA 

S 

5.31 

t 

3.00 

2,76% 

3.07% 

4§ 

NJ 

$ 

5.42 

$ 

2.91 

2,62% 

2.93% 

50 

NY 

s 

5.76 

$ 

3.24 

2.74% 

3.04% 


Source: FBR Research using BEA and EJA data and price data from fuelgatereport. com 

These data enhance my already profound appreciation for the enormity and com- 
plexity of the task ahead for this Committee and the whole U.S. Congress in struc- 
turing an economy-wide GHG emissions reduction strategy. These also suggest that 
the most prudent approach may be to outline a phased strategy to regulate emis- 
sions from the whole economy on a sector-by-sector, sequential basis. 

THE UNITED STATES AS A GLOBAL LEADER 

As I suggested during my February 2007 testimony before this Committee, the 
power generation sector could represent a natural starting point for sequenced con- 
trols as it is already regulated under the existing framework of the Acid Rain pro- 
gram. In light of uncertain economic conditions, a sequenced approach might also 
give the U.S. economy a chance to respond to changing price dynamics across re- 
gions and industrial sectors before injecting further systemic risk. This could be an 
alternative to the two-year economic review anticipated by ACSA. A rush out of the 
gate to sudden economic consequences could potentially undermine the Act’s stated 
goal of providing leadership to the developing world. 

After all, there is a natural reason why the U.S. and the developed economies of 
the world must lead the global climate change debate: developing economies have 
explicitly refused to pay. In fact, the energy use patterns of the developing world 
make it less likely that the Kyoto Protocol will result in much more than a wealth 
transfer out of OECD economies, and certainly not an abatement of global climate 
change. All year, even as oil prices have risen and the U.S. dollar has fallen, the 
leaders of developed economies have debated how to apportion responsibility for 
GHG emissions across industrial sectors and national boundaries. By contrast, the 
leaders of emerging economies have continued to comb the world in a no-holds- 
barred pursuit of the cheapest fossil energy sources, primarily oil and coal. Wealthy, 
oil-consuming nations turn to environmental stewardship to incrementally improve 
an already-high quality of life, while billions of impoverished men and women 
worldwide regard hydrocarbon fuels as the shortest path to basic amenities. For the 
fast-growing populations of China and India, but also the oil producing states of the 
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Middle East, the freedom to make environmental responsibility a national priority 
remains a far-distant dream. 

The bottom line is that the U.S. must be able to demonstrate not only its commit- 
ment to environmental stewardship, but its ability to undertake needed controls 
while retaining sound economic fundamentals before the developing world will be 
likely to consider enacting controls of its own. 

THE VICISSITUDES OF MARKETS 

It is in this context that I would suggest that setting carbon price through tax- 
ation rather than market pricing may improve prospects that U.S. climate security 
policies will be both effective and commercially viable. While markets tend to be effi- 
cient distribution and pricing mechanisms for commerce, they also possess charac- 
teristics that can inject unanticipated volatility into regulation, particularly when 
the governance structure encourages noncommercial traders to enter the market to 
provide necessary liquidity. 

The challenges arrive under conditions of scarcity, a predicament best exemplified 
by the current price of crude oil. No fundamental analysis or rational assessment 
of currency and risk effects can account for $95 crude, and my models suggest an 
upper-bound risk and currency-effect-adjusted price should be no higher than $80 
per barrel, particularly with troubling economic indicators overhanging demand. IJut 
refineries are still buying oil at a premium due to market dynamics, not fundamen- 
tals. Commodity markets frequently distort price under conditions of scarcity be- 
cause commercial buyers, whose businesses cannot operate without the commodity 
in question, are forced to bid up for it at the same time that noncommercial traders, 
who generate profits through scarcity, may be reluctant to sell. Ultimately these 
pricing dynamics normalize, sometimes with startling downward pressure on price, 
but the volatility can make it difficult for commercial buyers to efficiently deploy 
investment capital. Over the long term, all businesses can respond to price changes, 
but short-term price volatility ultimately forces commercial buyers to look for ways 
to ensure price stability, usually by purchasing the option to buy or sell at a range 
of prices in the future. 

Commercial enterprises pay for these options as a cost of doing business, but the 
costs of managing potentially volatile carbon prices might well undermine the public 
interest goal of reducing emissions at the lowest economic cost to regulated entities 
and ratepayers. An emissions option is not an emissions reduction and it provides 
revenue to its seller whether or not the buyer exercises it; unlike an allowance or 
an offset, the option itself does nothing to reduce the carbon dioxide levels in the 
Earth’s atmosphere. Nor can emitters devote the cost of hedging to needed invest- 
ment in next-generation technologies. Even when emitters can achieve financial 
gains through hedging activities, they still bear the “frictional” costs of commissions 
and service fees, and businesses that can generate returns on capital through finan- 
cial engineering are unlikely to undertake investments in sustainable energy pro- 
duction. 

The challenges facing the Kyoto Protocol, where 66% of today’s global GHG emis- 
sions are not governed by mandatory caps, derive in part from its market pricing 
architecture. The use of emissions credits as a proxy currency requires emitters who 
would be governed by the caps to value that currency, which is not the case for 
China, India, Australia or the United States. As unappealing as carbon teixation 
may seem from a political standpoint, one of its greatest virtues may stem from the 
fact that taxes can be assessed in any reference currency or exchange-adjusted for- 
eign denomination at the moment of any intra- or international commercial trans- 
action. Governments may also tailor tax regimes to respond to economic conditions 
faster than they can retire allowances, offsets or any carbon proxy currency. 

SEPARATE ACCOUNTING MAY IMPROVE PROGRAM DURABILITY 

This is not to say that carbon taxation does not also present risks. For example, 
it might be best to avoid any structure that permits climate-related taxation without 
accountability for financial and environmental yield, and ACSA’s performance re- 
porting structure certainly addresses part of this requirement. Accountability for the 
use of proceeds may also help to ensure optimal outcomes. 

The history of the Crude Oil Windfall Profits Teix Act and the Synthetic Fuels 
Corporation it was intended to finance may have continued far longer, or been sub- 
ject to early modification that could have improved the financial durability of the 
program, had Congress stuck with President Carter’s original design: the allocation 
of proceeds to a separate account devoted to energy security investments. Whether 
the pricing mechanism for U.S. carbon standards operates through full auction, 
phased auction or direct taxation, it may be worthwhile to consider structuring a 
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set-aside account in addition to the laudable reporting requirements already estab- 
lished. 

Madam Chairman, this concludes my prepared testimony. I will look forward to 
answering any questions you or other Committee members may have. 


Responses by Kevin Book to Additional Questions from Senator Inhofe 

Question 1. What do you think would be the impact on the economy of the 
Lieberman-Warner bill after it is implemented, say in 2014, if the U.S. economy 
dives into a recession? Would it worsen a recession? 

Response. Senator Inhofe, even since the testimony I offered before the Com- 
mittee, several potential signals of economic hardship have continued to surface. 
The November 26, 2007 Wall Street Journal suggests that Citigroup, one of the na- 
tion’s leading financial institutions, may face as much as $41 billion in subprime 
mortgage exposure. Reverberations have shown up within financial sectors outside 
of home lending, including bond insurance and student loans. 

As I stated in my testimony, economic growth is proportional to environmental 
consequence. Prosperous economies emit more greenhouse (and other) gases, al- 
though they tend to demonstrate diminishing marginal emissions per unit of eco- 
nomic growth, and OECD economies are far more energy efficient than developing 
nations. On the other hand, any mechanism that assigns a cost to currently costless 
energy-related externalities is likely to slow economic growth if the regulated econ- 
omy does not have adequate time to retool. America’s energy and industrial infra- 
structure was, in many cases, built to last: useful capital life often exceeds 30 or 
even 50 years. While this has proven to be a source of enduring competitive advan- 
tage, it also creates risk when the rules of the game change. 

One consequence of any economy-wide greenhouse gas regulation could be factor 
cost inflation at every link of the U.S. industrial value chain. In general, the most 
GHG-emitting industries are also the most fundamental to economic recovery (be- 
cause fossil fuels produce output at lowest economic cost), most notably manufac- 
turing, homebuilding and construction. If the economy were in a sustained reces- 
sion, the traditional engines of economic growth — consumer spending and business 
investment — could be further constrained by small, but potentially cumulative and 
disruptive surcharges on all economic activity. Without mechanisms to alleviate 
these financial risks, any mandatory limit on emissions would be likely to prolong 
a recession and could even discourage the necessary research and development 
spending that might yield new, higher-efficiency energy production technologies and 
innovative climate change mitigation practices. 

Question 2. If we moved to full auction as a way to allocate allowances, is that 
approach closer to straightforward taxation than the bill as currently written? 

Response. Auctioning emissions allowances on an annual basis to all industrial 
and non-commercial bidders would eliminate the perceptions of “unfairness” or 
“windfall gains” associated with government allocations to one or several industrial 
sectors, but the price of carbon set by an open-ended auction process in the absence 
of any control mechanism could easily result in prices that far exceed the targets 
that could be established under a well-defined system of taxation. This could have 
the effect of penalizing fuels and processes that are (a) the most carbon-inefficient 
per unit of output; (b) the least able to switch quickly or to source at effective cost 
the working capital necessary to effectuate change. A likely result would be a pre- 
mium for more highly carbon-efficient or more readily adaptable fuels or processes, 
but no conventional or alternative fuels are sufficient to sustain even a portion of 
American primary energy demand currently satisfied by coal and oil. This raises the 
specter of uncontrolled fuel switching that could further provoke price inflation. A 
tax would designate a specific surcharge for a given fuel or process, and govern- 
ment-defined deductions could minimize the transitional costs to less adaptable in- 
dustrial sectors or processes characterized by higher capital intensity. 

Question 3. Would you contrast some of the economic impact differences between 
a tax-based program and S. 2191, a cap-and-trade program without a fixed safety 
valve mechanism? 

Response. The idea of a “safety valve” price for GHG emissions offers price cer- 
tainty for emitters, but EIA forecasts of likely behavior under a market-based car- 
bon pricing with a designated maximum price suggest that most emitters will opt 
to pay the safety valve price in the long run. This raises a few obvious but impor- 
tant points. 
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First, to extend the metaphor, if an industrial process perpetually triggers its 
safety valve, it suggests that the process itself may be fundamentally unsafe. There 
is nothing valve-like about a valve that is always on; it is better known as a conduit. 

Second, creating a safety valve at a price point that exceeds emitters’ economic 
tolerances offers no safety, because it will be out of reach. Conversely, setting the 
price below likely market-clearing prices for carbon undermines the purported value 
of establishing a market as a price-setting mechanism. Regulatory efficiency may be 
improved by choosing a single, transparent pricing mechanism rather than trying 
to circumscribe a market or add flexibility to a tax. 

Third, the idea of creating an entity charged with carbon market oversight re- 
sponsibility similar to the monetary policy role played by the Federal Reserve Board 
of Governors creates a new source of bias, namely the risk that emitters may see 
through an overly-transparent carbon policy and ignore price signals in anticipation 
of future events or, alternatively, make inefficient economic choices as a result of 
misreading a more inscrutable. Greenspan-like “Carbon Fed.” 

In my view, the best-cost, most transparent implementation would make use of 
the existing teixation (and tax rebating) powers of the Federal Government. 


Responses by Kevin Book to Additional Questions from Senator Vitter 

Question 1. I share your conclusion that this bill will cause a massive demand for 
natural gas in the United States. My state is responsible for providing over 20 per- 
cent of the natural gas we consume in America. You would think that my represen- 
tation of a top natural gas producing state would be supportive of increasing de- 
mand of a “state product”. In most cases I would; however, in the case of natural 
gas we are already in a supply crunch. Do you have an assessment of natural gas 
prices resulting from this bill? 

Response. Senator Vitter, I do not have forward-looking gas price projections 
based on the specifics of S. 2191, but the experience of the sulfur dioxide credit mar- 
ket in the wake of Hurricane Katrina illustrates how fuel-based climate change sur- 
charges could motivate flexible electric generators to choose natural gas as the mar- 
ginal source of power until the price of natural gas rises to set a new “floor” on the 
cost of generation. After Katrina struck, sulfur credits rose on speculation that im- 
paired natural gas production in the Gulf of Mexico would drive generators to coal; 
despite the abundance of spare import capacity for LNG and the strong price signals 
generated by the rise in natural gas prices, natural gas could not come to our shores 
or your coastline overnight, and the entire “Btu complex” faced upward pressure 
until gas supplies normalized. 

The nation’s increasing reliance on natural gas as a home heating fuel, industrial 
feedstock and marginal power generation source diminishes the flexibility of current 
energy use patterns. Ultimately, this forces tough questions regarding natural gas 
access and the build-out of re-gasification facilities on the U.S. coastline. Imposing 
any surcharge on coal at the same time as natural gas, as S. 2191 would do, would 
likely raise the floor price for the entire Btu complex in much the same fashion, 
crowding out the most price sensitive industrial and residential consumers. 

Question 2. You cite the regressive nature of this bill in your testimony — the poor- 
est Americans will be the first hit and the hardest hit with the compliance cost of 
the proposed bill. Have you done an analysis on environmental stewardship when 
families and companies are forced into tighter margins? For example, would this 
cause them to be better or worse stewards of the environment? 

Response. The Organization for Economic Cooperation and Development (OECD) 
reported in September 2007 on the per capita environmental expenditures by emerg- 
ing economies within the former Soviet Union and Eastern Europe as compared to 
their wealthier European and former Soviet neighbors. OECD’s data showed that 
wealthier economies devoted between 1.2% and 1.6% of GDP to environmental 
funds, more than twice the spending exhibited by less-developed, neighboring states. 

At the core of this macroeconomic phenomenon lies the same logic that defines 
household discretionary spending habits: mandatory outlays towards national secu- 
rity and economic stability are likely to take precedence over spending on environ- 
mental stewardship. Moreover, cleaner infrastructure comes at additional cost. In 
the consumer sector, better-performing goods often derive their efficiency from bet- 
ter design, longer product cycles and higher development costs that require firms 
to recapture greater outlays through premium pricing. An easy example is the “rich 
man’s rebate” for well-en^neered gas-electric hybrid automobiles. The cost of engi- 
neering cleaner cars requires automakers to demand higher sticker prices to justify 
the magnitude and risk of greater spending, but ultimately the high price sets a 
barrier to entry that locks out the price-sensitive consumers who would derive the 
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greatest proportional economic benefits from owning a hybrid, even with federal 
subsidies. 

Senator Boxer. Thank you very much, sir. We really appreciate 
it. 

Our last speaker is Christopher Berendt, Director, Environ- 
mental Markets and Policy, Pace Global Energy Services. Welcome, 
sir. 


STATEMENT OF CHRISTOPHER BERENDT, DIRECTOR OF 
ENVIRONMENTAL MARKETS AND POLICY, PACE 

Mr. Berendt. Good morning. On behalf of Pace, a global energy 
and carbon management consultancy, I wish to thank Madam 
Chair, the Ranking Member and the Committee for this oppor- 
tunity to testify. 

The Nation’s need for new power generation is colliding with the 
uncertainty created by the Supreme Court’s decision in Massachu- 
setts V. EPA. The need for an intelligent, comprehensive national 
energy policy has never been greater. Without a clear Federal re- 
sponse to the global climate change issue, the United States is now 
running headlong into decreased energy security, higher prices for 
the U.S. consumer and more CO 2 emissions on a global basis. 

Under the Supreme Court’s decision, CO 2 is now deemed a pol- 
lutant, thereby creating a regulatory void all the way down to the 
local level. The impact of this void was evidenced this year by the 
TXU agreement to cancel coal plant investment, and more recently 
in Kansas, where for the first time CO 2 emissions were cited as the 
reason for rejecting an air permit, bringing an end to the Holcomb 
plant expansion. 

Our clients are increasingly telling us that they cannot build any 
coal plants, no matter how clean the technology, and that the only 
generation options in the near term are renewables and natural 
gas, forsaking our most abundant domestic energy resource. While 
renewables will be an important part of a diverse portfolio ap- 
proach to generation, alone they will not be able to meet the 
120,000 megawatts of incremental generation capacity required 
over the next ten years. Further, there is no clear road map for in- 
creased nuclear generation within the same time period. 

Therefore, should this carbon uncertainty persist, the near-term 
options for electricity generation in the United States will likely re- 
main highly reliant on natural gas. We at Pace have estimated that 
if natural gas-fired generation is tapped to fill the entire gap left 
by coal, our Nation will require substantial incremental natural 
gas supply, about 6 percent above current projections by 2017. Con- 
trast that the last six years when gas demand was flat and prices 
nearly tripled. 

Further, the United States has become a natural gas importer in 
recent years. While most of these imports used to come from Can- 
ada, future imports of liquified natural gas are expected to come 
from less stable overseas supplies. Pace expects that an increase in 
natural gas demand of 6 percent by 2017 could increase imports by 
33 percent. That increase will come from foreign sources of LNG. 
This would expose our economy to greater prospects of natural gas 
price volatility and less certainty of supply. 
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With these concerns in mind, I would like to offer the following 
comments about carbon market mechanisms. Should this Com- 
mittee choose to enact a market mechanism to clarify the carbon 
price signal, it is important to ensure that U.S. carbon markets will 
have the functionality and liquidity to establish a forward curve for 
carbon and encourage investments in new low-carbon technologies, 
especially clean coal, with carbon capture and sequestration. 

Stimulating the creation of a vibrant offset market is also impor- 
tant. Innovation in carbon offsets may be one of the cost-effective 
means of making a real difference, especially if the non-covered 
and covered entities that deploy select low-carbon technologies are 
allowed to generate offsets. The creation of a consolidated national 
carbon market is a must to avoid State by State vagaries. 

The present new build environment does not have clear carbon 
price signals nor the incentives required to develop high capital 
cost clean energy technologies. Until these issues are dealt with, 
new technologies will not be able to be deployed and natural gas 
imports will be required to meet a large share with 120,000 
megawatts of new generating capacity needed over the next ten 
years. This could negatively impact our energy security and the ec- 
onomics of power generation for the U.S. consumer. 

The Supreme Court in its decision has created a situation of 
stark uncertainty for the U.S. power generators and a likely over- 
reliance on natural gas. Should this Committee chose to implement 
market-based mechanisms, the resulting carbon price signals must 
be clear and provide long-term price transparency so that we can 
retain the U.S. tradition of advanced technology development and 
adoption. 

Thank you. 

[The prepared statement of Mr. Berendt follows:] 

Statement of Christopher Berendt, Director of Environmental Markets and 

Policy, Pace 

Good morning, my name is Christopher Berendt. I am the Director of Environ- 
mental Markets & Policy for Pace, which is a global energy & carbon management 
consulting firm. Pace has experience in all types of energy throughout the entire en- 
ergy value chain from exploration, production & generation, to the transmission and 
distribution to the individual U.S. energy consumer. Pace’s clients include energy 
companies, electric utilities, financial institutions, energy project developers, and en- 
ergy-intensive industrial companies. 

My company and I appreciate the opportunity to come before this committee to 
provide our perspectives and recommendations regarding this important environ- 
mental and economic legislation — ^America’s Climate Security Act of 2007 (S. 2191). 

The Nation’s need for new power generation is colliding with the uncertainty cre- 
ated by the Supreme Court’s decision in Mass v. EPA. Without a clear federal re- 
sponse to the global climate change issue the U.S. is now running headlong into de- 
creased energy security, higher prices for the U.S. consumer, and more carbon diox- 
ide, CO 2 , emissions on a global basis. 

Under the Supreme Court’s April decision, CO 2 is now deemed a “pollutant” by 
the highest court in the land, thereby creating a regulatory void all the way down 
to the local level. The impact of this void is evidenced this year by the TXU agree- 
ment to cancel coal plant investment and more recently in Kansas where for the 
first time CO 2 emissions were cited as the reason for rejecting an air permit bring- 
ing an end to the Holcomb plant expansion. 

Our clients increasingly advise us that they cannot build any coal plants, no mat- 
ter how clean the technology, and that the only generation options in the near-term 
are renewables and natural gas. 

While renewables will be an important part of a diverse portfolio approach to gen- 
eration, alone, they will not be able to meet the 120,000 MW of incremental genera- 
tion capacity needed over the next 10 years, even under the most optimistic expecta- 
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tions. Further, there is no clear roadmap for increased nuclear generation within 
this same time period. 

Therefore, should this carhon uncertainty persist, the near-term options for elec- 
tricity generation in the U.S. will likely be highly reliant on natural gas. We at Pace 
have estimated that if natural gas-fired generation is tapped to fill the entire gap 
left by coal — our nation will require substantial incremental natural gas supply, 
about 6% above current projections by 2017. 

The U.S. has become a natural gas importer in recent years. While most of these 
imports have come from Canada, growth in deliveries of liquefied natural gas, or 
LNG, in the past two years have become important. Pace expects that an increase 
in natural gas demand of 6% by 2017 could increase imports by 33% and that in- 
crease will come from foreign sources of LNG. This would expose our economy to 
the prospects of greater natural gas price volatility. 

With that in mind, I would like to offer the following comments about carbon mar- 
ket mechanisms. 

Should this Committee choose to enact a market mechanism to clarify the carbon 
price signal, it is important to ensure the U.S. carbon markets will have the 
functionality and liquidity to establish a forward curve for carbon and encourage the 
financial community to outlay capital for the development of new clean energy tech- 
nolopes. 

Stimulating the creation of a vibrant offset market is also important. Innovation 
in carbon offsets may be the most cost-effective means of making a real difference, 
especially if both non-covered and covered entities that deploy advanced low carbon 
technologies are allowed to generate offsets. Further, a healthy supply side market 
mechanism for carbon is also one of the best ways to control price. 

The creation of a consolidated national carbon market is a “must” such that gen- 
erators are not forced to deal with state-by-state vagaries. A national market will 
provide a more efficient design versus balkanized efforts at the state and regional 
levels. 

The present new build environment does not have clear carbon price signals nor 
the incentives required to develop high capital cost, clean energy technologies. Until 
these issues are dealt with, new technologies will not be able to be deployed and 
natural gas imports will be required to meet a large share of the 120,000 MW of 
new generating capacity needed over the next ten years — this could negatively im- 
pact our energy security and the economics of power generation for the U.S. con- 
sumer. 

The Supreme Court decision has created a situation of stark uncertainty for U.S. 
power generators. We laud this Committee’s efforts to utilize market based mecha- 
nisms to ensure that the energy markets operate efficiently and we retain the U.S. 
tradition of advanced technology development & adoption. 

Thank you. 

Senator Boxer. Thank you very much, Mr. Berendt. And thank 
you to the entire panel. 

What I will do, because Senators Alexander and Klobuchar 
weren’t here, I am going to give you instead of five minutes seven 
minutes, so that you can do a little bit of your opening statement. 
Is that all right with both of you? 

Senator Alexander. Thank you. Madam Chair. I really came to 
listen to the witnesses, but thank you very much. 

Senator Boxer. OK, we are done with the witnesses and we are 
on to the questions. 

I am going to start with you, Mr. Book, because I was an eco- 
nomics major and a stock broker. I think the advice of your wife 
vis-a-vis turning economics language into English was very good 
and you did very well on that point. What I wanted to say is, I took 
away from your testimony some great encouragement for this bill. 
Because you said we need to balance, I wrote down action with 
caution. I hope you will take a look at the parts of the Lieberman- 
Warner bill that really heard what you are saying. 

One thing is, we have these transitional free allowances allocated 
to emitters. So we don’t just say, you are on your own. That is one 
thing. 
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Secondly, the availability of domestic offsets. Thirdly, a Carbon 
Market Efficiency Board that Senator Warner really was very in- 
volved in crafting with some Democratic colleagues who are not on 
this Committee, interestingly, and Senator Lieberman thought this 
was an excellent idea and put it in the bill. They put it in the bill. 
That Carbon Market Efficiency Board is the caution part of your 
statement. Because they will be looking every year to see if this 
thing is working. And they are authorized to loosen a year’s cap by 
as much as 5 percent in the event of economic dislocation. And fi- 
nally, we have constant look-backs by the National Academy of 
Sciences. 

So I really found your testimony to be very compelling. It under- 
scored my support for this legislation. I think that we can in fact 
use some more caution and I think that we are working to make 
these look-backs even better. So I think that the words that you 
said today are very, very important. 

Mr. Krupp, in your testimony, you discuss how the Lieberman- 
Warner bill has a system of carrots and sticks to encourage inter- 
national involvement on addressing this issue through the protec- 
tion of tropical forests and the provisions requiring nations that 
wish to export goods to the United States to hold allowances for 
their emissions. Would you also agree that as the largest historical 
emitter of greenhouse gases, when the United States takes action 
it will help spur other nations, including China and India? 

One of the things that really has surprised me coming from the 
opponents of this legislation and coming from the opponents of 
doing anything is their statement, China and India should go first. 
I have never seen America sit back and wait for China and India 
to do anything. We are the ones who set the pace. 

So because Senator Warner has come, think upon your answer. 
I am going to turn the floor over to Senator Warner for his state- 
ment, and then I am going to turn to Senator Lieberman and then 
we will get back to the questions. 

Senator Warner. Madam Chairman, I am sorry to be a little 
late. We have another hearing of the Armed Services going on. 

I would like to just sequence in, following the distinguished 
Ranking Member perhaps, in my regular order. Thank you very 
much for the courtesy, though. 

Senator Boxer. Absolutely. Senator Lieberman, did you want to 
put an opening statement in? 

Senator Lieberman. I thank you. Madam Chair, and apologize 
also. I am just going to put a statement in the record. I am sorry 
to be here late. I thank those on the panel, some of whom I have 
seen quite a lot before in this pursuit. I just want to thank Fred 
Krupp and Eileen Claussen for the really pioneering work they 
have done, not only intellectually, but tactically and strategically, 
dare I elevate the term and say even politically, to get us to where 
we are now, which is in reach of doing something constructive 
about global warming together. Thank you. 

[The prepared statement of Senator Lieberman follows:] 

Statement of Hon. Joseph Lieberman, U.S. Senator from the 
State of Connecticut 

Thank you, Chairman Boxer. 
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I thought I might describe where we now appear to be in this process from my 
perspective. 

At the subcommittee business meeting on November 1, the second highest rank- 
ing Republican on this committee and the second highest ranking Democrat, each 
of whom hails from a coal-producing state, voted in favor of a mandatory, economy- 
wide, cap-and-trade climate bill. 

On Tuesday of this week, the Natural Resources Defense Council testified that 
the emissions reductions mandated by that bill are stringent enough to warrant a 
“yes” vote from every member of this committee. 

If, on December 5, at least nine of the ten majority members of this committee 
join Senator Warner in voting in favor of the bill, then, for the first time in U.S. 
history, legislation mandating reductions in U.S. greenhouse gas emissions will be 
reported to the full Senate. 

We will have made history. We will have convinced any remaining doubters in 
the private sector that this legislation is coming, that it will be strong, and that 
they had better come to the table. We will have reassured the American public that 
this institution is capable of legislating on this surpassingly important topic. And 
we will have signaled to the rest of the world that the United States government 
is finally removing its head from the sand. 

So I believe that if, on December 5, at least nine of the ten majority members 
of this committee vote in favor of America’s Climate Security Act, it will be a tre- 
mendous accomplishment and victory for all of us who want to protect our children 
and grandchildren from growing up in a world diminished by global warming. 

I do not believe I need to describe the disappointment we will cause if we, the 
advocates of strong climate legislation, stumble in this committee and fail to report 
the bill to the floor. 

Of course this bill can be improved. If, at full committee business meeting on De- 
cember 5, improvements can be made that would help earn the support of additional 
members of this committee — without jettisoning the support of any of the four mem- 
bers who already voted in favor of it on November 1 — then by all means those 
changes should be made. But I will do ever 3 d;hing in my power to ensure that we 
do not forfeit any of the “yes” votes that we won on November 1. 

Chairman Boxer, I know that you share my views in this regard. You have been 
tremendously effective in using your power as chairman to strengthen this bill even 
as you perform the delicate balancing function necessary to move big legislation 
through a committee. We would not have gotten this far without your expert, guid- 
ing hand. And I know that, with you sitting in that chair, we will succeed in this 
committee. 

Thank you, Chairman Boxer. 

Senator Boxer. Senator, thank you. So we will go back to the 
question, this whole notion of not doing anything until China and 
India act is something that I have always taken issue with as an 
American who has always seen America on the cutting edge of all 
these things, and as a Californian. 

So I wonder if you could respond. Do you think that when we act, 
it is going to help world-wide? 

Mr. Krupp. Yes, Madam Chairman, I don’t think there is any 
question in my mind and from all the evidence that we have gath- 
ered, and we have been working in China now for 17 years, that 
our acting will inspire action by China, India and the other devel- 
oping countries. This is the way it has always been on environ- 
mental policy. America has always gone first. In this case, we are 
behind every other developed nation with the exception of Aus- 
tralia. Every other developed nation has already done what you are 
deliberating about doing today. 

As a matter of fact, I talked about this chart in my testimony, 
about how a two year delay, just a two year delay means to achieve 
the same reductions by 2020, instead of having a 2 percent average 
reduction per year, you would need a 4 percent. But in fact, this 
chart ignores the fact that the faster we act, the faster China will 
act. So the stakes of us acting now in this Congress are enormous. 
Not only will it ease the burden on the American economy if we 
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act sooner, but it will also in the negotiating process lead the other 
countries to act faster. 

Senator Boxer. Mr. Krupp, just for the sake of Senator 
Lieberman, and I guess Senator Warner had to step out, for my 
last question, could you just repeat what you said, a delay in two 
years, what that means to trying to reach any kind of goal to avert 
catastrophic global warming? Repeat what you had said in your 
testimony. 

Mr. Krupp. Sure, and thank you. Senator Lieberman, for your 
kind remarks when you opened. 

In my testimony, the principal point of this chart is that to 
achieve a cumulative emissions budget in the United States be- 
tween now and 2020, if we act now, as you have proposed in your 
legislation, we would need to average about a 2 percent reduction 
per year. But if we wait two years, and try to get down to the same 
level of total emissions cuts by 2020, we would need to instead of 
having 15 percent reduction level for covered sources, we would 
need to have a 23 percent level. We would be starting at a higher 
level because emissions will go up for the next couple of years 
while Congress delays. And then we would have to start from a 
higher level, cut to a lower level just to get the same emissions re- 
ductions. That will be harder for the economy. 

So I would say to all the Senators concerned about costs, there 
is enormous benefit in reducing the costs by acting early. 

Senator Boxer. Thank you. 

Senator Inhofe. 

Senator Inhofe. Thank you. Madam Chairman. 

Let me first of all compliment you, Mr. Berendt, in the way that 
you very succinctly articulated the problem in near-term when you 
talk about renewables and natural gas, and the fact that, I think 
you said by 2017, our imports could increase by 33 percent. We 
know what countries we would be dependent upon, and that is 
something that concerns every member of the United States Sen- 
ate. 

Mr. Krupp, let me just ask you one question that would be a yes 
or no. Would you support more LNG terminals in the States on the 
West Cost and upper East Coast, number one; and number two, 
new nuclear plants? 

Mr. Krupp. Under the right safeguards, we do need to increase 
our supply of natural gas. So I don’t think it is a yes or no ques- 
tion, but yes, we have to do what we need to do to expand supply. 

As to the nuclear question. Senator, I think we have a number 
of concerns with nuclear power. We would support increased fund- 
ing by Congress to resolve those concerns about waste security. I 
don’t think any option that is a low-carbon option should be taken 
off the table. 

Senator Inhofe. All right, thank you very much. 

Ms. Claussen, do you generally agree with that? 

Ms. Claussen. Yes. 

Senator Inhofe. Good. 

Mr. Book, I have said that a tax is a more straightforward, a lit- 
tle more honest way to go. People realize what the cost is going to 
be, it can’t be masqueraded as it can in a cap and trade. But you 
have said that taxation is more effective than a cap and trade, and 
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some of the other members disagree with you. Why do you believe 
you are right in this statement? 

Mr. Book. Senator, I think it is more a question of first recog- 
nizing that the controls that have been erected seem to be some- 
what redundant, given what we already have. There is already a 
Securities and Exchange Commission, there is already an IRS, 
there is already an EPA. Of course, if you don’t let the whole world 
play and the market isn’t a completely open market, then market 
dynamics don’t always work the way you want them to work. 

So you can use a tax, because we have a tax system, and you can 
use tax deductions, because we have those, too, and get a lot of the 
same things done. 

Senator Inhofe. It has been discussed several times by other 
witnesses, not just in this hearing but in previous hearings, and I 
would ask the question, do you think that an aggressive, unilateral 
^eenhouse gas reductions in the United States, without participa- 
tion by China, India and other developing countries, would lead to 
lower global concentrations of greenhouse gases? In other words, as 
the job flight, in my opinion, goes to these countries where they 
have less controls, less technology, could this end up in increasing 
the amount of greenhouse gases? 

Mr. Book. I think that any aggressive stance taken that does not 
take into account the growth rate of the developing world is prob- 
ably either a wealth transfer or a loss of value. That said, there 
is a value in showing that it can be done economically. And if we 
keep our own economy running smoothly, then we have a right to 
hold them accountable too, through duties and some of the trade 
recourse. 

Again, why recreate the wheel? We already have it. 

Senator Inhofe. All right. Mr. Book, in your written testimony 
you elaborated a little bit more on how the costs associated with 
S. 2191 would hurt disproportionately lower income people, but you 
didn’t have time to get to that in your opening remarks. Do you 
want to elaborate on that? 

Mr. Book. It is just a consequence of America’s natural resource 
distribution and the beautiful expanse of the Midwest, as well as 
the population concentrations in the coastal areas and their tend- 
ency to be innovation clusters that you have essentially the poorest 
people in America driving the longest distances using predomi- 
nantly coal-fired power and living very frequently in the seasons 
that give them the greatest extreme temperature changes. 

That means that on a State-wide national average basis, some 
folks are going to suffer more than others. 

Senator Inhofe. And would you expect increased dependency on 
politically unstable regions to exacerbate the price volatility you 
highlighted in your testimony? 

Mr. Book. The instability in the oil market is a function of the 
fact that the oil market is very close to full capacity in the percep- 
tion of traders. Anything scares them now. The greatest thing we 
can show the oil market for stability is that there is more oil. Of 
course, that is proving harder to do, given the political change. 

Senator Inhofe. It is, you are right. 

I want to thank all the witnesses for their excellent testimony. 
Thank you. Madam Chairman. 
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Senator Boxer. Senator Inhofe, I know you need to go to another 
meeting. Before you leave, I just thought we could start a little in- 
teresting dehate. Just think about what I am going to say. 

When you say you think a carbon tax is more honest, I just dis- 
agree. Because a carbon tax is something we, the politicians, would 
set. And cap and trade is the free market that picks the price. So 
it is interesting, as an old stock broker, I just believe in the free 
market, and I think the cap and trade that Senators Lieberman 
and Warner have come up with is the fair way, whereas a tax is, 
you know. Government in a little smoke-filled room deciding what 
the price of carbon is. So maybe you should think about it and we 
could have a good debate. 

Senator Inhofe. Well, let me respond to that. 

Senator Boxer. Please. 

Senator Inhofe. I think back during the time that we were look- 
ing at Kyoto, when the Wharton Econometrics Survey first came in 
with the estimates of that, it was $300 billion a year. They trans- 
lated that into what it would cost a family of four, which was 
$2,700 a year. Now, CRA International, as we learned from our 
last witnesses in the last hearing we had, said that this number 
would be much greater on this bill, because it is a more aggressive 
reduction. That being the case, the statement I made is I think the 
tax approach is a more honest approach, because people would be 
in a position to know what they are paying and not have it 
masqueraded in something that is more difficult to translate into 
how it affects the people around the kitchen table. 

Senator Boxer. All right. It will be a very interesting switch, you 
supporting a tax and me supporting the free market. 

[Laughter.] 

Senator Inhofe. Let me also say I like your idea on switching 
the gavel. 

Senator Boxer. Oh, I know, I know. 

[Laughter.] 

Senator Boxer. I think I am moving it to this side right now. 
Thank you. Senator Inhofe. 

Now, in terms of who I am calling on next, I want to lay it out 
and see if people think it is fair. Senator Lieberman, do you mind 
if the other two 

Senator Lieberman. Not at all. 

Senator Boxer. And on your side, could we go with Senator War- 
ner? OK. 

Senator Warner. [Remarks made off microphone.] 

Senator Boxer. Senator Carper, go ahead, please. 

Senator Carper. Thank you. Madam Chair. 

My first question is of Eileen Claussen. I understand that you 
spoke at a forum in Washington early this week that focused on 
nuclear energy, is that correct? 

Ms. Claussen. Yes, with you. 

Senator Carper. I had to leave before you spoke. Could you give 
us a takeaway or two from your comments, please? 

Ms. Claussen. Yes. I believe that nuclear has to be a part of the 
solution to dealing with the climate issue. And I think the best 
thing for nuclear is for us, for the Congress to pass a cap and trade 
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program to put a price on carbon, because that would make nuclear 
more competitive. 

That said, I also indicated that there are some problems that nu- 
clear has to solve, particularly the issue of waste, and suggested 
that instead of the current station or possibly Yucca Mountain, 
there might be some interim solutions that actually could move us 
along the path here. I think that is something that the Congress 
should think about. But that is sort of the bottom line of what I 
said. 

Senator Carper. All right, thanks very much. 

Let me ask a question of Mr. Book if I could. Again, our thanks 
to each of you for being here. Madam Chair, you put together just 
a terrific panel, and we are grateful not just for your testimony 
today but for the work that you have done in helping us to craft 
this legislation and other pieces of legislation that some of us have 
been involved in. We are grateful for that. 

For Mr. Book, I believe one of the primary goals of climate legis- 
lation is to incentivize the deployment of new, clean forms of en- 
ergy like renewables and like nuclear. Along with a couple of my 
colleagues, I am interested in maybe adding some provisions to this 
global warming bill, such as providing allocations to incentivize re- 
newables and nuclear. My question is, put your economist hat back 
on again if your wife will let you and tell us what are some of your 
thoughts, and maybe some thoughts from the financial community 
on ways to incentivize renewables and new nuclear as we go 
through this legislative process? 

Mr. Book. Thank you. Senator. The world needs more BTUs, the 
British Thermal Unit, the common denominator of all of this. Nu- 
clear power is one of those sources that can give and keep on giving 
at a low marginal cost. 

It has, however, a very high startup cost and it has increased as 
more of the world has started to want nuclear power for them- 
selves. When I look at the incentives that this Congress has pro- 
duced for nuclear power, they are considerable. There are loan 
guarantees, there are production tax credits, there are insurance 
policies. It is clear that letting the free market work isn’t exactly 
what the policy stance has been, because these are designed to pro- 
mote nuclear power. 

If as this panel, the fellow to my left has pointed out, we aren’t 
going to build any more coal plants, we are going to need more nu- 
clear. And if we are not going to solve our power generation needs 
by renewables, as sort of a small but essential tail to the problem 
in the near years, then probably whatever you can do to get it built 
is in the best national interest. 

Senator Carper. Thank you. 

Mr. Sims, have you ever run for State-wide office? 

Mr. Sims. Yes. 

Senator Carper. Did you ever run for the United States Senate? 

Mr. Sims. Yes, I did. 

Senator Carper. So if things had worked out a little differently, 
colleagues, he could be sitting over here 

[Laughter.] 

Senator Carper. And maybe we could be sitting out there. When 
I was Governor, I used to get to testify on behalf of the National 
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Governors Association, which I loved to do. You said earlier that 
you were nervous, but it didn’t show. But I used to say to people 
that I would give good money just to have the chance to come down 
and testify about once a week. It never happened that often, but 
I always enjoyed doing it. 

I want to ask you some questions about transportation and the 
role that transportation plays in what we are trying to accomplish 
here. I think you mentioned in your testimony that even if Califor- 
nia’s low carbon fuel standard were implemented nationwide, and 
if our CAFE standards were raised to 35 miles per gallon, which 
I think we are going to do that, emissions from the transportation 
sector would still be about 40 percent above 1990 levels by 2030. 
And I have a three part question, I probably will not have time to 
ask all those parts, but let me just ask one part. If you want to 
answer that, great, if not, I will go to part two. 

Part one is, how can we ensure that investments in transit and 
in other policies that reduce greenhouse gas emissions from driving 
generate credits or funding under this bill? 

Mr. Sims. Within your bill, you have vehicle miles traveled re- 
ductions. What I am urging is that you in fact make those as bold 
a commitment as you have for your CAFE standards, as well as 
your alternative energy standards. Because if you look at all the 
data, if we don’t reduce vehicle miles traveled and that continues 
to grow, our carbon emissions, we can’t achieve our reductions if 
we still don’t address the issues of vehicle miles traveled, which is 
what I would urge us to do and make those kinds of investments. 
We have done that in our county by buying hybrid buses, con- 
verting them to biofuel buses. We have had an incredible reduction, 
27 percent reduction in fuels, 30 percent reduction in carbon emis- 
sions. It is our key strategy to becoming a very viable economic 
community in this 21st century. 

But our goal is to, what I love about this bill is the market you 
can build. But I think having measurable, quantifiable results that 
we think we can achieve by vehicle miles reduced and the kinds 
of technologies you use in terms of public transportation are key. 
There need to be incentives. They just can’t be left. That third leg 
of the stool, as we call it, just can’t be ignored. Because what will 
happen in 10 to 15 years is we will find out that all the other 
things we endeavored to do, the CAFE standards, alternative en- 
ergy standards, didn’t allow us to achieve our reductions as to vehi- 
cle miles traveled that is the key to being able to achieve our re- 
duction goals. 

Senator Carper. I would just say to my colleagues. Madam 
Chair, I think Mr. Sims has said a great truth. I am hopeful that 
we will pass a strong CAFE bill, I hope it will include a 35 mile 
per gallon standard by 2020 or thereabouts. 

But unless we also incentivize people to drive less, whether it is 
by transit, inter-city passenger rail, making sure that we have 
other options that are available to them, we are not going to be as 
successful as we otherwise would be. So I applaud you, and I know 
there is an effort in the Lieberman- Warner bill that try to ensure 
that we do incentivize. People encourage people to get outside of 
our cars, trucks and vans, and have options other than those to get 
places we need to go. We need to make sure at the end of the day 
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that the bill includes those provisions and maybe improves on 
them. 

Senator Boxer. Yes, I want to say, Senator, we look forward to 
having your input on this, as well as Senator Cardin is very inter- 
ested in this, and working with us as well. I would say zero emis- 
sion vehicles can’t be forgotten, too, because that is a real possi- 
bility. 

Senator Warner, you have 7 minutes. 

Senator Warner. Thank you. Madam Chairman. 

I would like to follow on that important colloquy of our colleague 
from Delaware and Mr. Sims. You talked in your direct testimony, 
Mr. Sims, about the need to reduce vehicle miles traveled. This 
comes back to this time-honored sort of concept that we I think for- 
tunately follow here in Congress. That is pretty much sort of a 
State issue, because it is the States that deal with the highway 
modernization and one thing and another to help work on this 
BMT issue. 

But I have drawn the colleagues, the Chair and the Senator from 
Delaware talk about incentives to individuals. Maybe we ought to 
put in some incentives to the States to step up and address this 
issue as part of their overall annual highway budget and review 
program. Again, observing States’ rights. 

Mr. Sims. I would be overjoyed to have States have to make a 
commitment to reducing vehicle miles traveled. I also think there 
is a strong Federal role for that, because the tone will be set by 
the Federal Government. So it is the incentives that can be pro- 
vided for congestion pricing, incentives provided through tele-com- 
muting, as we have in the Urban Partnership Grants that just 
came out to many of our communities. But having the States do 
that would be an extraordinary step as well, and a very welcome 
one. 

Senator Warner. I agree with that. 

I also would like to, the question of nuclear power will eventually 
be addressed in the context of our Committee deliberations. I speak 
with some background in this area, having been a part of the Navy 
Department for many, many years. Today’s domestic infrastructure 
to respond to what I perceive is to be the correct and laudable de- 
sire to move more and more into nuclear power, there is a choke 
point. And that is, the infrastructure today, the complexity of met- 
allurgy alone, the craftsmanship, the ability to machine the ex- 
traordinarily complex components of the nuclear power systems, 
that infrastructure in America has simply dwindled over the years, 
as a consequence of our looking away from nuclear power as a re- 
source. 

It is really there now to support the continued modernization and 
safety requirements of existing plants and the good old United 
States Navy, which has continuously never lost a heartbeat going 
forward in devising new nuclear power systems and ships, pri- 
marily submarines, carriers coming on. Even in this provision of a 
bill that we are working on in another hearing room, not distant 
from here, is for the next class of nuclear cruisers, possibly, some 
units to have nuclear power. 

But where is the infrastructure? What do we do to help that in- 
frastructure recognize that they may be called upon, to use the 
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word, surge in their ability to help meet domestic needs? Does any- 
one have a background that wishes to address that issue? Or I 
have made it all into a speech? 

[Laughter.] 

Senator Warner. Yes? 

Ms. Claussen. I will try, but my background is that my very 
first job after graduating was working with submarines, including 
nuclear submarines. 

Senator Warner. But you were under the tutelage of one of the 
most brilliant men I ever knew. Admiral Kickover, I presume? 

Ms. Claussen. Right. 

Senator Warner. That was a rare experience for both of us. 

Ms. Claussen. But that was a long time ago. 

Senator Warner. Well, I date back a few years myself. 

[Laughter.] 

Ms. Claussen. One of the things I can say is. Senator Carper 
and I were both speaking at the annual meeting of the American 
and European Nuclear Societies on Monday of this week. We both 
talked about climate change and how we see nuclear as part of the 
solution. 

There was a lot of discussion at that meeting about education 
and the need for increased education, the very point that you make 
about our infrastructure and our ability to respond. The only thing 
that strikes me is that if there is a demand for nuclear, we will 
actually figure out how to do all of that. And the best way to get 
that demand, I think, is to pass a bill like this that puts a price 
on carbon, so that we actually have nuclear playing a significant 
role and having that ability to move nuclear I think will mean that 
we start to rebuild what we once had in terms of infrastructure. 

Senator Warner. Well, it will take some time. 

To Ms. Claussen, I would like to address another question here. 
You have addressed pretty well the positive impacts of the cap and 
trade legislation and the prospect for creating new green collar 
jobs. Do you look upon that as a positive contribution to the Amer- 
ican economy? 

Ms. Claussen. Yes, but, is the way I would like to put it. I think 
there is no question that as we move to a carbon-constrained world, 
we will create a lot of jobs. But, and I think this is quite important, 
we also have to have a system that minimizes any job loss in exist- 
ing employment. We also need to make sure that we take care of 
those who might be faced with a difficult situation. 

So I think that, for example, making sure that energy-intensive 
industries, coal-burning power plants, are afforded some ability to 
make that transition as inexpensively as possible through the allo- 
cation process is very important. I think in the end, that will also 
mean that consumers in those areas might have increased energy 
costs, and we should, through the allocation process, try to deal 
with them. 

But I think on that, we will probably create more jobs than we 
lose. But that doesn’t mean that there aren’t some distributional ef- 
fects that I think we need to deal with. 

Senator Warner. Well, I thank the panel. It has made a valu- 
able contribution to this very, very important challenge to this 
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Committee. I once again commend our Chairman and indeed, our 
Ranking Member and others. Clearly, my colleague from — yes? 

Senator Carper. Would you yield to me just for a moment? I 
would just say. Senator Voinovich is not here, but he and I con- 
vened a week or two ago a roundtable here, with the acquiescence 
of our Chair, where we had folks to come in from organized labor, 
John Sweeney was there, a number of folks from organized labor, 
different building and construction trades, folks from the nuclear 
industry were there, and we spent about two hours just focusing 
on how we were going to have the human resources to build these 
nuclear plants, to operate these nuclear plants. I hope as we go 
through this process and figure out what to do with some of the 
money we are going to incent things for that we consider incenting 
the education of people to build these plants and to operate these 
plants. Because frankly, the folks with those skills, whether they 
are electricians, whether they are pipefitters, plumbers, sheet 
metal workers, they are not there in great abundance these days, 
as you know. 

Senator Warner. You are quite right. The essence of all nuclear 
power is absolute quality control. That takes time. 

Senator Boxer. Well, Senator Warner, I just want to say how 
thrilled I am that you could sit for a little bit longer today as your 
leg heals. 

Senator Warner. I will be back with a clap of thunder after the 
Thanksgiving break. For the markup I will be here in full power. 

[Laughter.] 

Senator Boxer. I cannot wait for that. Believe me, we need you 
here for sure. Thank you so very much. 

Senator Klobuchar, I am giving you 7 minutes. 

Senator Klobuchar. Thank you very much. Thank you. Senator 
Warner and Senator Lieberman, for your good work on this bill. 
Thank you. Chairman, for holding this hearing. 

On Tuesday we talked a lot about the importance of other poli- 
cies working in concert with this climate change bill, including elec- 
tricity standards, which I have mentioned here many times. We 
have an aggressive one in Minnesota, of 25 percent by 2025 and 
30 percent for Excel Energy by 2025, for renewable electricity 
standards. And also the gas mileage standard that we are pushing 
to get through and successfully pass through the Senate. 

I am also glad as we continue the discussion of these compatible 
policies that Mr. Sims is here. We are aggressively pursuing — fi- 
nally — in Minnesota some of the things you have been doing in Se- 
attle with light rail. We have a very successful light rail line now 
out to the airport and the Mall of America, not to give a pitch for 
our mall during the holiday season. 

[Laughter.] 

Senator Klobuchar. The Mall of America — OK. 

Senator Boxer. Did you say the Hall of America? 

Senator Klobuchar. No, I would say the Mall 

[Laughter.] 

Senator Klobuchar. I guess you have never been there. Senator 
Boxer. 

Senator Boxer. I will go with you. 

Senator Klobuchar. Very good. 
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Then we also are pursuing a rail line to St. Cloud, where we 
have a lot of traffic on a major interstate. So I am looking forward 
to hearing more on these issues. 

I think one of the most important parts of this bill is as was ear- 
lier related in this discussion with Senator Inhofe and Senator 
Boxer, the Carbon Market Efficiency Board and the cap and trade. 
I believe that this provision helps prevent volatility and provides 
the underpinnings of a strong emissions trading market. At this 
moment, we have the opportunity to learn from the mistakes made 
in Europe. They had some, there is no doubt. We have met with 
some of the people involved in that and we can learn from their 
mistakes. 

Minnesota is also the home, in addition to the Mall of America, 
of Tom Friedman, who as you know has been doing a lot in this 
area and wrote a very good piece for the New York Times Maga- 
zine about the power of green. In that, he asked, how do our kids 
compete in a flatter world, how do they thrive in a warmer world 
and how do they survive in a more dangerous world. The answer 
to me which would make the most sense is to try to encourage 
these economic and technological opportunities to reduce our de- 
pendency on fossil fuels and to encourage the next great global in- 
dustry. 

So I am curious, Ms. Claussen, to pursue some of the discussion, 
I think it was Senator Bond, before I got here, who talked about 
how you can’t really make this comparison to the acid rain market. 
But we know that we had success with sulfur dioxide and the ni- 
trogen oxide emission trading systems here in the United States. 
We also have the European system to look at. 

As more and more countries accept the need to address climate 
change emission trading I believe will play an increasingly signifi- 
cant role. This is because it not only creates incentives for firms 
to cut greenhouse gas emissions, but I think we also have to re- 
member, as Senator Boxer reminded us, that it creates incentives 
to spur technology innovation that further reduce emissions. I have 
told our Committee members that I come from a State that believes 
in science. We brought the world everything from the Post-It note 
to the pacemaker. We really see this opportunity in our State with 
the technological know-how we have and the great universities and 
a lot of the companies that we have there, that there could be some 
opportunities for us, as there would be for the rest of the Country. 

So I guess my first questions would be of you, Ms. Claussen, 
along the lines of the issue raised by Senator Bond about, and the 
debate that we have had about whether or not the success of the 
past years of the acid rain program is applicable to America’s Cli- 
mate Security Act. Some argue it is inapplicable because that only 
involved one sector of our economy. The Pew Center is widely rec- 
ognized as giving some unbiased advice, and I would like to hear 
what you say about that. 

Ms. Claussen. Thank you very much. Senator. Yes, I am a big 
believer in Minnesota’s innovation and everything else. My son 
went to college there, and it was a great experience for him. 

But let me sort of try to answer your question this way. We 
learned a great deal in the course of putting the acid rain program 
into place about what is important in a cap and trade system. One 
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of the things that is most important, and I think we learned this, 
is that you have to make sure that a ton is a ton. In other words, 
that everything you do is verifiable and that you know that it is 
real. Because otherwise, the gold standard of the program becomes 
debased. And then you don’t have a good program. 

So I think it is very important that we make sure that what we 
do here has integrity. That is something we learned. 

I think we also can learn from some of the mistakes that were 
made in Europe. Europe did not have a very good data base that 
would tell them where the emissions were coming from and what 
those amounts were. So when they decided to make their initial al- 
locations, they made ones that were too large, given what turned 
out to be the actual case. I think we did learn this in the acid rain 
program, too, you need a really good data base. You have to make 
sure that you have good numbers, and then you have to make sure 
that what you do makes some sense. 

So I actually think there are lots of lessons to be learned both 
from the acid rain program and from the European experience. I 
think Europe has learned a great deal from their phase of experi- 
menting. And it looks like they are going to correct a lot of those 
mistakes. They are going to have targets that are much more strin- 
gent in the next phase, which is the real phase. Don’t forget, the 
Kyoto targets don’t actually take effect until 2008 to 2012. So what 
they were doing here was really going through a period of learning. 
From everything that we have learned from them, and you prob- 
ably learned much of this when you were there, they actually have 
learned a great deal and I think they will have a system that 
works. If we also have a system that works, this will be so much 
better in terms of achieving environmental results and keeping the 
costs as low as possible. 

Senator Klobuchar. Have you done any research about how you 
would intertwine our program with these other countries’ programs 
so we can trade internationally? 

Ms. Claussen. I think if we on a national level have a cap and 
trade program with a real cap we will in fact be able to do that. 
The best way to assure that is to have a global agreement that al- 
lows for that kind of trading. Don’t forget, the United States is not 
a party to Kyoto. So while we can do some things between States 
and countries, and the International Climate Action Partnership, 
which was just announced, is going to try to see what can be done 
on an interim basis until we have a national law. I think once we 
have a national law and an international agreement, we will in fact 
be able to trade. 

So the job is not done when legislation is passed in the United 
States, because we do need a global agreement. But I don’t think 
we will get that until we pass something here. So the urgency of 
actually getting a bill out of this Committee and through the Con- 
gress is, that is number one. 

Senator Klobuchar. So Mr. Krupp had talked about the need to 
move things along quickly, that we can’t wait. I obviously agree 
with this, but I was thinking more in terms of after seeing Green- 
land the melting of the icebergs, what is going on in our own State. 
But you see it not only for getting quick action, it is also to urge 
other countries to act. 
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Ms. Claussen. Yes. I spent a number of years negotiating inter- 
nationally on behalf of the United States in earlier lives of mine. 
Nothing works better than to actually be able to say that we are 
doing something, and let’s figure out a way to do it together. 

Now, I don’t think it is all being nice. Sometimes it is important 
also to say, and you have to do something. But we aren’t able to 
do that now, when we ourselves are not doing something. So the 
first step has to be that we do something here domestically. 

Senator Klobuchar. One last question. Mr. Sims, I had men- 
tioned you were doing and how we have to view this not just as 
a burden on us but also an opportunity. Could you just go through 
quickly the economic gains from having this public transit that you 
have seen? I know that Senator Carper talked to you about how 
it fits in with the carbon system. But just the straight economic 
gains that you have seen from having your public transit system 
in Seattle. 

Mr. Sims. Senator, we have had a 14 percent increase in our rid- 
ership, 7 percent this last year. People are opting to use it because 
the buses are both cleaner, more efficient. We work with General 
Motors, we bought 274 buses. The demand is so great, we are buy- 
ing 500 more. Because people are now beginning to rely on that 
bus system as a method of commuting. The interesting thing is 
Microsoft just put together its own bus system because we weren’t 
moving fast enough, because they are growing very, very rapidly. 

So we hope over the next several years to be able to catch up, 
so we can have Microsoft believe that they can actually move more 
of their people on our bus system. So we are trying to catch up 
with the companies that are growing very rapidly and wishing to 
compete. It is very clear in our environment that public transpor- 
tation is an absolute key to moving people throughout our county. 
We can’t grow without it, we know we can’t grow without it. 

All the data that we have available regarding our economic ca- 
pacity in our region, the growth and where it should occur, is going 
to require us to have more substantial investments in public trans- 
portation. We are going to make them. We would again believe that 
we are no different than any other community, that public trans- 
portation works as it does, and we are trying to keep up with Min- 
neapolis and St. Paul in Minnesota. 

But to us, we are having sustained growth now, as you know, in 
our region. We believe that can be maintained. But the key is the 
efficiency of the dollar spent. We are a very conservative county. 
We are AAA rated and we tend to be very conservative, looking at 
return on investments. We believe that public transportation is our 
best return on investment for moving people in a globally warmed 
world, but also in an area that is growing very rapidly. We can’t 
build out, it is too costly. 

Senator Klobuchar. Thank you very much. 

Senator Boxer. Thank you. Senator. 

Senator Lieberman, I think it is very appropriate that you be the 
last questioner here. 

Senator Lieberman. Thank you very much. Senator Boxer. 
Thanks to the panel. I regret that I didn’t hear the opening state- 
ments, but I did get to read them last night. And they are excel- 
lent. I mentioned my thanks previously to Fred Krupp and Eileen 
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Claussen. Ron Sims, it is good to see you again. Thank you for your 
practical and productive leadership. Mr. Book, Mr. Berendt, thanks 
for your testimony. 

I thought I would start briefly, because we have heard so much, 
the very good exchange at these hearings, to say probably what is 
obvious, but two things. We are operating now in a context, thanks 
to a lot of people who are in the room, and thanks to the science, 
most of all, where John Warner says, when you ask him quickly, 
why did you decide to play a leadership role in this flght to do 
something about global warming, he says two things: science and 
my grandchildren. And that is exactly, that sums it up. 

The science has really put most members of Congress, it has 
ended a debate that went on for a long time here about global 
warming: is it real, is it caused by us, people. Now pretty much ev- 
erybody agrees it is real. Now the question is, what to do about it. 
And the grandchildren part of it, of course, is another way and a 
most human and personal way, of saying, are we going to assume 
our responsibility here. I will go so far to say, because I think it 
is fitting, our moral responsibility. But certainly our practical re- 
sponsibility to, as leaders, to avert a problem that could be disas- 
trous for our grandchildren and those that follow them. 

So in that context, the bill that Senator Warner and I have put 
together, with a lot of help from a lot of people and a lot of input 
from a lot of people, has attempted to, I would say, to phrase it 
simplistically, do a couple of things. The first is to really do some- 
thing to reduce greenhouse gas emissions in the United States. But 
to do it in a way that is not disruptive of our economy. In fact, we 
think it will ultimately have a positive effect, in addition to the fact 
that it is averting this potentially disastrous situation. 

So we have crafted a balance which doesn’t please everybody. Or 
let’s put it this way. It is not the idea of the perfect for everybody. 
Part of what we are struggling with now. Senator Warner and I, 
Chairman Boxer, is to keep people together for this without sort of 
walking away. Because that one additional thing they wanted to do 
to make it better is not in there. And because if I didn’t feel this 
bill really made a difference, I couldn’t make that case if it was en- 
acted. But I think all the evidence is that it does. 

This leads me to ask you, Fred Krupp, this first question. I 
thought that part of what you said, as I came in, in answer to Sen- 
ator Boxer’s question, was very powerful and not really thought 
about enough in this debate, which is that we are not dealing here 
with a static situation, an environment, using the word broadly, a 
reality that is constant. This problem is getting worse every day. 
Therefore every day and every month and every year we wait to 
do something about it, it is not only harder, but it is more costly. 

And it is particularly harder, as you said, to do something quick- 
ly and early enough. It is very important to remember that particu- 
larly for people, I will be blunt, who will say, hey, let’s wait until 
2009, the political context will be different, we will have more peo- 
ple here, we will really want to pass a perfect bill. But who knows, 
really, who will be here in 2009. And if we can do it now, as best 
we can, of course we should do it now. Nobody thinks that we are 
not going to come back and look at this. In fact, our bill requires 
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that we come back and look at it regularly in the years, in the 45 
or so years to follow. 

My question to you, Fred, is this. Talk a little bit more about 
why the early goals for greenhouse gas reduction, the caps, for in- 
stance. In 2020, you focus a lot on that. Why is that so important 
as compared — I know everything is important longer term. But 
why is that so important? Why is the loss of two years here in 
terms of that 2020 goal so important? 

Mr. Krupp. First of all. Senator, the loss of two years of actions 
means that it is very, very hard to then recover those two years 
of cuts by 2020. And the atmosphere cares a lot about how soon 
these cuts are. If we want to avert the worst catastrophic damages, 
the sooner we make cuts, the better. So you would have to be living 
on another planet to believe that any different political situation in 
2009 was going to so change the politics that we could achieve the 
same goal by 2020, because inevitably, it is only going to be fair 
to provide industry with a certain number of years before they are 
required to begin to make cuts. So there is a huge atmospheric ben- 
efit from acting now. 

Second, the signal it sends internationally, when I go to China, 
the question I get asked and that our staff there every day gets 
asked is, America is a very smart country, America is a very 
wealthy country, you are so smart, you are so wealthy, you haven’t 
taken a cap. How can you even discuss that with us? So the sooner 
we take a cap, the sooner we have every reason to believe in the 
moral standing to ask China to control its greenhouse gas emis- 
sions even more so than their attempts to date. 

Finally, Senator, the last thing that is so important, I spent the 
last year researching all the different technologies that I could find 
that would reduce greenhouse gases. I have interviewed dozens of 
people. I have talked to an Israeli engineer named Eli Gaul who 
worked for GE when the sulfur law, the Clean Air Act Amend- 
ments in 1990 were put in place. At the time, scrubbers didn’t work 
too well. But as soon as there was a profit motive, GE figured out 
how, instead of having to have two scrubbers on every plant, be- 
cause one kept clogging up, they made the scrubbers so efficient 
that that redundancy was no longer necessary, it became a profit 
center. 

As a result of this year-long survey of technologies and talking 
to entrepreneurs of all stripes, I can tell you there is a burst of en- 
trepreneurial energy out there. But that doesn’t really flower until 
we give them the certainty of a carbon cap. So doing this two years 
early will support a revolution in technology that John Dorr, per- 
haps the most famous venture capitalist in America says, could 
very well be way, way larger than the information technology revo- 
lution and the web. 

Senator Lieberman. That was a great answer. Thank you. 

My time is running out, but I want to ask a somewhat related 
question of Mr. Berendt. In your testimony, you said that the un- 
certainty created by Congressional inaction on climate change is 
creating problems for the development of new power infrastructure 
in the Country. Of course, this says to me that, based on what you 
said, that Congress should set up a carbon price signal — of course, 
I favor cap and trade — as soon as possible to avoid keeping power 
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producers and the people they have to go to for money in limho, 
and that to choose not to do so would actually expose the economy 
to what an economist might call inappropriate choices about power 
development, because they are made in the context of uncertainty, 
which soon may become a certain context and change the playing 
field. 

I think you followed that long question. I am over my time, so 
the quickest answer you can give, the better. 

[Laughter.] 

Mr. Berendt. That is correct. Senator. 

[Laughter.] 

Mr. Berendt. And I would simply add that to develop a forward 
curve for carbon requires a market that is liquid and functional, so 
that derivatives can begin to operate. Therefore, while it is very im- 
portant that we help to recognize and engage the stilling that we 
are seeing right now current in the new build environment for high 
fixed cost technologies, it is very important that we move forward, 
and if we do decide to implement a market-based mechanism, that 
it is functional and liquid in how it operates so that it does send 
a clear price signal. So that when project developers go in front of 
the credit committees and investment banks, those investment 
banks can rely on the line items and the liability side of the column 
for the assets and avoidance of liability as created by the market. 

Senator Lieberman. Those are important points, I appreciate it. 
So I want to say, and I know you have different points of view on 
some things, but Mr. Krupp and you, Mr. Berendt, are saying to 
us that the sooner we send a signal of some clarity to both the 
power producing sector of our economy and the financing sector, 
the better we are going to be. 

Mr. Berendt. The one thing that all low-carbon advanced tech- 
nologies have in common, whether it is clean coal, carbon capture 
and sequestration, renewable energy, nuclear energy, advanced en- 
ergy efficiency, is that they all share a high fixed capital cost. It 
is very difficult to outlay that capital, especially on the time frame 
that the energy industry operates on, which tends to be a 30 year, 
without that clear pricing. 

Senator Lieberman. Yes. That is of course why we put various 
other forms of assistance to the power sector into our proposal to 
try to ease that very costly transition to acquire the fixed cost tech- 
nologies. 

Thank you very much. 

Senator Boxer. Thank you. Senator. 

Senator Voinovich. 

Senator Voinovich. This last discussion has been really inter- 
esting. I have been on this Committee, I think since my ninth year 
or eighth year. You have this difference of opinion, you have your 
environmental groups, then you have your business groups. Ms. 
Claussen, you were talking about the fact that you thought this 
would enhance America’s competitiveness. We had the AFL-CIO in 
here and said, we have some real problems with this in terms of 
what impact it is going to have on jobs. We have had, I mentioned 
Duke Energy today coming back and saying that the electric costs 
would go up 53 percent for their customers. So there are a lot of 
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concerns about the impact this is going to have on our economy and 
our competitiveness. 

It appears to me that the thinking is that by going through cap 
and trade that somehow we are going to jump start the technology 
that we need to deal with this. I have always said that the tech- 
nology should drive the cap and trade, not the cap and trade drive 
the technology. I think you believe that the cap and trade will drive 
the technology. 

I have also, Mr. Krupp, looked at and tried to make a list of all 
the technology available. I have had people come in and say, we 
have just the right thing. But you talk about being commercially 
viable, particularly for older power plants and putting them on, 
they come back and say, no, it is not commercially viable. We have 
some good ideas and we think we could do it, but it is going to take 
us, the Energy Department has this FutureGen project, and they 
are going to have those things built in 2012. But the whole idea 
of FutureGen is can we do NOx, SOx, mercury and take care of car- 
bon. That is a question mark. In terms of sequestering, the Depart- 
ment of Energy has three outfits that are doing some experimen- 
tation and sequestering. The geology, does it migrate, getting into 
the questions of liability and the rest of it. 

For the life of me, I can’t believe that there is some other way 
besides this gigantic new regime that we could go to that would get 
us to the goal that we have sooner than what we are doing here, 
and that is what is the Federal Government doing in terms of tax 
incentive, in terms of grants, perhaps maybe we need to collect a 
major new tax that wouldn’t be that very much, but for the Amer- 
ican people that would be earmarked to say, we are going to put 
this money into making sure that we are number one in terms of 
the technology we need to really reduce greenhouse gases, and by 
the way, once we do that, we are going to be able to say to these 
other countries, we have it, you guys have to do it and if you don’t 
do it, then you are going to have to pay for it. 

What is your response to that? Is there some other way that we 
could get to the goal of reducing greenhouse gases quicker than 
going into this, I think, unbelievable new program that is, I mean, 
we talk about the acid rain provisions of the Clean Air Act, I know 
about them because I dealt with them when I was Governor. But 
I have to tell you, the acid rain provisions are like a wart on the 
back end of an elephant compared to this thing that we are talking 
about. Is there an easier way to do this? 

Ms. Claussen. You are asking me? 

Senator VoiNOViCH. I am asking both of you. 

Mr. Krupp. Senator, I would just say a couple of things. First of 
all, I know that you care about this problem from our previous dis- 
cussions. You were telling me how the water has warmed in the 
Gulf and you do have an appreciation of the problem, and I appre- 
ciate that. I want you to know that I completely share your concern 
about costs. I absolutely think we need to approach this in the 
least cost way. 

Is there another way? I have looked around the world at ways 
that countries have gone about solving air pollution problems, 
which this is, in essence. We are throwing something into the air 
that shouldn’t be there. I have yet to find a single example of an 
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air pollution problem being solved other than putting a mandatory 
limit on how much can be emitted. 

I am reminded, Senator, of what Jim Imholt of General Electric 
has said often, that to him this is kind of a chicken and egg prob- 
lem. While he makes many technologies, GE does, that are low car- 
bon, wind turbines, nuclear, carbon capture systems that would be 
associated with their IGCC technology, because of the capital cost 
problem that has been referred to earlier, no one is going to order 
these machines until there is this mandatory limit. That was one 
of the reasons that the 27 companies that now are in U.S. CAP, 
including Jim Rogers in his most recent press statement, he con- 
tinues to be a strong supporter of a mandatory cap, the same sys- 
tem. He has differences in some of the details in his proposal. But 
he supports the same mandatory cap system because it is the only 
way that gets you out of the chicken and egg problem that no one 
is going to order the technology and you won’t go to scale and re- 
duce the costs until there is a limit. It provides this massive influx 
of private capital into the technologies that need to go to scale and 
need to be deployed. 

The last thing I would say. Senator, is that you are absolutely 
right in your noting that this is a much bigger thing than sulfur 
dioxide. That is one of the reasons I am so optimistic, because by 
having this wide hunt in many sectors for low-cost technologies, we 
open up a myriad of opportunities for ingenuity. If there is one 
thing that America has always led the world in, it is American in- 
genuity, inventiveness. This hunt, this carbon cap that will create 
and inspire this hunt will be a wonderful thing for anyone who be- 
lieves in the entrepreneurs that this Country has always been so 
proud of 

Senator VoiNOViCH. The reaction that you get, though, from a lot 
of people that you talk to, is that the fact of the matter is that we 
are going to see people trying, because of the status of where the 
technology, and it is not there yet, that they are going to move to- 
ward a lot more natural gas, which can exacerbate a problem. I 
have to tell you, every four months I have people come into my of- 
fice and say, you have to do something about natural gas costs. 
And they are not kidding. One company, I will not mention it, had 
22,000 employees in the United States, now they have 16. And he 
said, we are going to have a lot less unless you do something about 
your natural gas costs. 

So what I am concerned about is, in spite of the fact that we be- 
lieve that the caps and people are going to do certain things, the 
issue is, is it going to result in the behavior that you think is going 
to occur, or are we just going to see a tremendous increase in the 
costs for everybody in this Country, and then a lot of people decid- 
ing, you know what? We are in a global marketplace, we are going 
to get the heck out of here, we will go to China or we will go to 
India. And the Chinese have said, pretty authoritatively, that they 
are not going to sign up on any kind of Kyoto protocol. That doesn’t 
mean down the road we can’t get them to do something. But I can 
tell you from dealing with the Chinese that I have seen on intellec- 
tual property, even the environmental thing, if it is jobs, and the 
environment or jobs and intellectual property, jobs trump the envi- 
ronment and jobs trump intellectual property. So that is going to 
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be a big effort for us to get them into the net and say, you guys 
have to do what you are supposed to do. 

Mr. Krupp. There are many options, other than natural gas. The 
beauty of the way the bill was designed is it allows offsets to come 
from paying American farmers to sequester carbon in their soil, or 
even from tropical deforestation, from avoiding tropical deforest- 
ation. 

Senator Voinovich. I know, I hear what you say. But we prob- 
ably have the expert. Dr. Loo, at Ohio State University, in seques- 
tration. There is no question that we can do a whole lot better job 
in that area. But in terms of what it is going to contribute to reduc- 
ing greenhouse gases is somewhat speculative. 

Ms. Claussen. I would like to try to answer your questions in 
a slightly different way. You asked whether we should do a cap or 
whether there isn’t another way, a way with incentives. I think the 
issue is that you need both. I think one without the other does not 
work well. 

You raised the issue of the status of carbon capture and seques- 
tration, and I agree with you, we actually think you need a much 
larger effort than the one in FutureGen to actually look at different 
geologies and different kinds of combustion technologies and make 
sure that you have a system that works. 

So then I think you asked the question about, in the early stages, 
before that technology is commercially available or will be de- 
ployed, what happens with the caps. And I think I would draw on 
the experience in the private sector already. We work with a large 
group, 45 companies, it includes Duke Energy and American Elec- 
tric Power, but also a lot of energy-intensive manufacturers. Of 
these 45 companies, 37 have already set targets to reduce their 
emissions and 22 have already met those targets. 

The obvious question is, how have they done that, what is it that 
made them able to do it. And actually, some of these targets are 
very ambitious. Almost all of them have done it through efficiency 
improvements, things that are actually helpful in the bottom line. 
So from my perspective, one of the things that is really important 
in this bill, because it is economy-wide, it is not only the power sec- 
tor, is that you actually will get reductions taking place across the 
economy in places where we can do it most cheaply. 

I don’t think in the power sector it is necessarily going to be sort 
of the number one case. I think there will be some time here to ac- 
tually get carbon capture and sequestration going, to get more nu- 
clear bills, because I think we are going to need that, to get an im- 
provement in the amount of renewables that we use. Because we 
need all of these technologies, it is not just one, we need all of 
them. 

So I just think you need both the carrots and the sticks, and they 
ought to work together, so that we can actually meet these kinds 
of objectives. 

Senator Lieberman [Presiding]. Thanks. Thanks, Senator 
Voinovich, and both of you for your answers. 

Senator Craig, thank you for your patience, and that is rewarded 
with an extra two minutes. You can have a seven minute round. 
You can even go over a little. 
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Senator Craig. Well, I do appreciate that. I also recognize the 
tolerance of the posterior of those sitting. 

[Laughter.] 

Senator Craig. I will be brief I do want to say, the reason for 
my early absence and I missed your testimony, as did Joe, we were 
down at the White House. Joe and I were celebrating arts and hu- 
manities with some awards that were going on down there, so we 
don’t apologize. But I will read all of your testimony. I do want the 
record to show, especially for the benefit of the Chairman, that my 
presence here represents here a perfect attendance record and a 
full Republican complement, understanding her earlier comments 
during the hearing. 

Obviously, there was criticism brought by the Chairman and I 
don’t question is, when CRA did an analysis. Now Clean Air Task 
Force has a modeling analysis. Because oftentimes this great de- 
bate does spiral around philosophical lines and out of those philoso- 
phies grow approaches toward policy, and that is not an unusual 
model, I think it is critically important for us. Senator Lieberman, 
and for your bill, to have an EIA, EPA, full analysis. Neutrality is 
critical if we are going to send this 90 percent of our economy on 
a journey that is without question valuable, but without question, 
very, very expensive. 

I don’t disagree that there may be great new economies gen- 
erated. But I also recognize that our whole philosophical drive as 
a Country today is toward cleanliness. You have spoken to it, as 
it relates to what companies are doing today. It isn’t out of a fixed 
cap. It is out of a very new, real philosophy in this Country that 
if we are going to do it, it has to be clean. And we are doing that 
more and more and more. 

That is why nearly every economic unit of growth in our Country 
today is cleaner than any other country’s, or nearly any other coun- 
try’s. And it is certainly much cleaner than it has been and much 
cleaner than China’s and much cleaner than India’s. I have always 
believed that technology will take us there, in a much more real- 
istic way beyond philosophies and beyond command and controls of 
government. Reasonable approaches by government can in fact di- 
rect economies. We have seen that with CAFE standards. And I 
have broken my mold this year by asking for mandatory CAEE 
standards. 

I want to do what is real. I want to do what creates greater inde- 
pendence and greater wealth in this Country: independence in en- 
ergy forms and wealth in ingenuity and creativity. So I think it is 
important for us, if we are going to get into a command and control 
policy in this Country that we must, before we go, have absolute 
certainty for the Craigs and the Voinovichs of this world and others 
that it is the right one. Because when you are talking about hun- 
dreds of billions of dollars out there in play and huge investments 
on the part of the consumer, we had better have it as close to right 
to begin with, because this is really not just an effort in, well, let’s 
try this, because we have really studied it all and it is the only 
thing out there that can possibly work. 

Well, while you are studying, the world gets cleaner from our 
standpoint and technology takes us there, old and new. That is 
why I have always been a bit frustrated by this. I accept the 
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science of warming, or the studies of that. But I also know that 
philosophy drives science sometimes more than it should. I am try- 
ing to sort that out right now. 

So I will read your testimony with due diligence, because we 
have a very important decision to make in this Congress, whether 
it be this year or next, as to where we go. I recognize our position 
as a world leader. I think on this issue we should lead. 

But in leading, we need to offer the rest of the world a place to 
go. And I thank you all very much. 

Thank you, Mr. Chairman. 

Senator Lieberman. Thank you. Senator Craig. I appreciate the 
statement. I think you know that Senator Warner and I have asked 
for an estimate by EIA and EPA of the proposal we have made. 
There are now, as you know, the Clean Air Task Eorce has taken 
our proposal and used the EIA model to project. So there is some 
basis for us going forward. But I think it is important that we have 
asked for that and we get it as soon as we can. 

Incidentally, on the whole question of the use of natural gas, the 
Clean Air Task Eorce does actually come to the conclusion that 
under our bill there will be less use of natural gas than if we don’t 
pass it and not switching to natural gas. The reason is one, that 
we have included natural gas in the cap, but two, I think most sig- 
nificantly, that the Climate Change Credit Corporation, selling 
these, auctioning the credits, will have an enormous amount of 
money, and the language of the bill commits a very substantial 
amount of money, in fact, over $300 billion over the course of the 
life of the bill, to coal and how we can use this most abundant 
American natural energy resource in a way that is consistent with 
the purposes of the bill and a clean environment. In other words, 
carbon sequestration and carbon recapture and the rest. I think if 
you fit that in, that is a good perspective. 

Senator Craig. Mr. Chairman? 

Senator Lieberman. Yes. 

Senator Craig. My only reaction to that is that in the interim, 
whether it is 10 years or 20 years, as technology catches up, I 
think fuel switching will occur, it has to occur if we are going to 
meet baseloads out there, and if we are going to keep our economy 
vibrant. And that is gas. I don’t think any of us dispute the fact 
that that is probably gas, and as quickly as we can bring nukes on- 
line and yes, there is without question, the Clean Air Task Eorce, 
I am pro-nuclear, so when they come out saying X number of reac- 
tors, I am saying, yes, that is good stuff. 

But I also look at the downstream reality of technology and the 
capability of producing them, and gearing this world up for what 
we want to do, because we are not the ones that are going to want 
to build them out there, as we know that. So that is a problem. 

But something rings in my ear as it relates to transportation 
that also puts a burden on gas in a way that we haven’t antici- 
pated until the day comes when we do high temperature gas reac- 
tors and we can start producing processed heat for the chemical in- 
dustry and take gas out of the equation, and we can produce hydro- 
gen by continuous operation of high temperature gas reactors, 
which we hope to do some day. That reality is the head engineer 
at GM says, come on. Congress, we are going to have an operating 
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fuel cell vehicle in the market in 2009 or 2010. And they have 
three models out on the street today and they already have one in 
the market, a modified SUV. That hydrogen for that fuel cell comes 
from gas. 

If we head this economy toward gas and gas alone in the next 
decade, it is going to cost a heck of a lot more. Because nobody 
wants to site a terminal. We will put these huge LNG boats on the 
oceanfront. And those are the realities of what we are about here. 
We have to shape it in a way that doesn’t create the crash. Because 
remember, $2.50 gas versus $3.00 gas and sustained above $3.00 
for a family of four, commuting 26 miles a day, is an $800 hit a 
year after taxes. That doesn’t include their gas bill, that doesn’t in- 
clude their electric bill. That doesn’t include anything else. 

What are we bumping up here? Two thousand, three thousand 
dollars a year for an average consumer? You and I might be able 
to afford that. There are a great deal many people in my State who 
can’t. Those are the steps along the way that we must get right. 
And fuel switching, in the absence of new technologies, frustrates 
me a great deal, because I think we put a lot of burdens on it. 

Senator Lieberman. I appreciate the statement. 

As you can see, what has happened as we have gone along here 
in these hearings and considerations, every member of the Com- 
mittee is grappling with this, the reality of the problem. There is 
a lot of good faith exchanges that are going on like this. Also, the 
conversations are now going beyond the sort of warring camps to 
what is the most practical, effective way to solve this problem, and 
getting more into details. I think we are all coming to understand 
both the immensity of the challenge, the urgency of the problem 
and how important it is for us to meet the challenges. 

These witnesses have been excellent. You have helped to educate 
us. You have answered the questions well. I can’t thank you 
enough for your time and your contribution. 

The record of the hearing will be held open for a week if any of 
you want to submit additional testimony. Others may want to sub- 
mit statements for the record, or members may want to ask addi- 
tional questions. 

With that, the hearing is adjourned. 

[Whereupon, at 12:30 p.m., the committee was adjourned.] 

[Additional statements submitted for the record follow.] 

Statement of Hon. John Warner, U.S. Senator from the 
Commonwealth of Virginia 

Madam Chairman, I thank you for honoring the request from members of this 
committee for more time to examine the impacts of this bill. We have a great line 
up today, for the fourth hearing specifically on America’s Climate Security Act. 
Overall, I must say that I have been quite pleased with the quality of the hearings 
we have had on this bill. 

In addition, I am pleased that my colleagues on the Committee are taking advan- 
tage of the member briefings, and our staffs continue to meet as well. 

I believe it is critical that we balance the sense of urgency global climate change 
poses with the responsibilities of this Committee to perform its legislative duties. 
We are doing that. Madam Chairman, and I look forward to continuing this process 
with a spirit of cooperation. 

I thank my colleagues and welcome today’s witnesses. 
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The Honorable Barbara Boxer, Chairman 
Senate Committee on Environment and Public Works 
456 Dirksen Senate Office Building 
Washington, D.C. 205 10 

Dear Cbaiiman Boxen 

The American Chemistry Council welcomes the committee's deliberations on 
climate policy. We believe that the August outline of “America* s Climate Security Act of 
2007” showed real promise as a framework for an effective national climate policy. 
However, S. 2191, as reported from the subcommittee, contains a number of povisions 
that we believe move the bill in the wrong direction. S. 2191 remains a work in pogress, 
it needs sweeping changes, and we hope to continue working with the bill's authors to 
develop climate policy that will provide real environmental benefit while balancing 
economic considerations. 

American chemistry brings a unique perspecdve to the climate debate: we use 
energy to save enwgy. More specifically, we use energy inputs to make energy-saving 
materials. For example, our industry makes building insuladon materials that save 300 to 
1000 BTUs of energy over a 30-year period for every BTU of enpgy consumed to make 
the materiaL Energy saved equals lower greenhouse gas emissions, as much as 3 tons of 
COi per year per house. While providing energy efficient poducts, American chemistiy 
has made unprecedented strides in reducing greenhouse gas emissions at its own 
operations. Since 1990, the chemical industry's greenhouse gas emissions intensity is 
down by 38 percent. Absolute GHG emissions, in that time period, are down by 12.5 
percent, putting American chemistry ahead of the targets set in the Kyoto Protocol. 

To continue to supply the nation with energy effidenc materials, American 
chemistry must have access to an adequate and affordable supply of low-carbon natural 
gas. Climate policies that have the effect of increasing demand for natural gas - in the 
absence of new sources of supply — could have significant ramifications, not only in our 
sector, but throughout the economy. Over the past decade, the competition for scarce 
supplies of natural gas drove the price of natural gas to record levels. Those high prices 
inq>osed S423 billion in added costs to consumers and contributed to the loss of 3 million 
jobs in the manufacturing economy. In our view, it is critical that climate policies 
address the potential impact on U.S. energy demand. The Energy Information 
Administration ffilA) has reported that even with increased renewable sources, our 
growing economy will need an estimated 28% more oil and 19% more natural gas in year 
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2030 than in 2005. Any climate change policy must begin with improving our domestic 
sources of energy, including natural gas, which has the lowest emissions per BTU of any 
fossil fuel. 

ACC evaluates climate legislation based on three criteria: (1) the ability of the 
domestic chemical industry to remain competitive in the global marketplace; (2) the 
commitment to research, development, and d^loyment of enabling technologies; and (3) 
the degree to which the legislation takes into account the global nature of climate change. 
ACC has examined the chemical industry’s ability to remain economically competitive 
based on a number of provisions in (be bill, including emissions reduction targets and 
timelines, allowance allocation and trading, credit for early action, offsets, the potential 
for fuel switching to natural gas, federal preemption, point of regulation, and the scope of 
covoage. The US industrial sector must be able to successfully compete in a global 
market under any carbon program that is implemented. 

S. 2191, in its present form could inhibit industry's ability to operate and re main 
profitable in the US by increasing our costs of doing business in five cUstinct ways: (1) 
the price we pay for fossil fuel-based feedstocks; (2) the cost of natural gas and other 
fuels we use to heat and power our plants; (3) the price of electricity; (4) the cost of 
transportation fuels we need to ship our products; and (5) the cost of regulatory 
compliance. IVovisions which place US industry at a competitive disadvantage to globtd 
competition without compensating features lead to an inability both to adapt and support 
the US economy. 


Emission Reduction Targets and Timelines 

America's Climate Security Act of 2007 (S. 2191) contains a number of emission 
reduction targets and timelines. The earliest target is to cap emissions at 2005 levels in 
2012, a reduction of 10 percent from business as usual. The next target is to reduce 
emissions by 15% below the 2005 level by 2020, which is equal to 1990 emission levels. 
These two earliest targets and timelines would result in large increases in natural gas 
consumption (up to 3 TCP) by the power sector. In the absence of corresponding 
increases in access to natural gas supplies, increased demand for natural gas in the power 
sector will come at the expense of the industrial sector. Thus it is important that 
Congress ensure that action on greenhouse gases includes energy and technology policies 
that provide the needed energy "tools” to address the climate challenge. 

One recent study by the Nicholas Institute* estimates that in order to return 
emissions to 1990 levels by 2020, the US would have to reduce coal's market share in the 
power sector by more than half, boost natural gas consumption by 50 % and achieve a 
270 % increase in renewable energy's contribution to power supply. Nicholas assumes 
that advanced nuclear power systems and carbon c^mre and storage technologies (CCS) 
wiU not be commercially available at scale before 2020. Other studies have reached 


' Mnmy, Bnan; Ross, Maitio; and Gonurman. Elan. “A Path to Greenhouse Gas Reductions in the United 
States: Economic Modeling of Interim national Targets.” Prepared by the Nirliol«« tn^tituta for 
Fnvirnnnienh.1 Pnliey .Snliilione TSnlm UiuveraitV. September 2007. 
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similar conclusions. If these studies are accurate, then it may be impossible to reach the 
specified short-t«m targets without disproportionately impacting US manufacturers. 

A better ^proach is to develop targets and dmelines based around the 
develc^ment and deployment of enabling technologies and actions to increase supplies of 
natural gas. This is a realistic tmd achievable approach for reducing greenhouse gas 
emissions while enabling the industrial sector to remain economically competitive. 


Allowance Allocation 

Section 3901 in the bill would put industry on the same allowtmce schedule as the 
utility sector by distributing 20% of allowances to industry and utilities beginning in 
2012 with decreases to zero by 2036. This is in contrast to the August outline, which 
suggested that globally competitive industries should get a full radon of allowances for 
the full length of the program. Free allowances should be made available to sectors that 
cannot easily pass through their regulatory costs, face stiff intemadonal compeddon, and 
are energy-intensive. These characterisdcs describe the US industrial sector much better 
than the power sector. The customer base and globally compeddve nature of the 
industrial sector is fundamentally different from the customer base for the utility sector. 
The utility industry does not compete globally. A udlity has an established base of 
customers, with limited competition that allows the udlides to pass any carbon costs onto 
the customer. Based on this difference, industry should not be on the same allocadon 
schedule as the udlity sector. Any industrial allocadon schedule should be uniquely 
tailored to account for industry's global compeddon. 

In order to keep the industrial sector economically compeddve in the global 
market, the legislation should not transition the industrial sector to an allowance auction, 
certainly not at the same pace as the utility sector. An auction will result in inflated 
allowance prices that will hit the industrial sector especially hard and result in damaging 
economic consequences. Companies with domestic facilities will be forced to export 
jobs, invest in new facilities in other countries, and eventually transfer operations to other 
parts of the world where carbon regulations will not affect their bottom line. 


Offsets 


Offsets can be a valuable tool in helping to control the costs of the program while 
achieving adequate reductions. The bill should gready expand: (a) the scope of 
qualifying offsets; and (b) the amount of emissions that can be satisfied with offsets. 
Section 2402 in the bill would require that offset projects represent real,, verifiable, 
additional, permanent and enforceable reductions in greenhouse gas emissions. This is a 
rigorous standard to evaluate offsets and is sufficient to ensure reductions. The bill as 
written needlessly restricts the use of a broad range of domestic and international offsets 
beyond agriculture, forestry, and other land-use related projects. The bill also needlessly 
restricts the use of offsets to 1S% of a facility’s emissions. The standard that the drafters 
incorporated for reviewing offsets would result in actual emissions reductions. Since the 
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bill's overall goal is to reduce emissions, the offset program should not limit the number 
of emissions that can be satisfied with offsets. 


Fud Switching 

The aggressive targets and timelines required in the legisladon would cause fuel 
switching from coal to natural gas. The ElA analysis of S. 280, the Lieberman-McCain 
climate bill introduced early this year discounts the coal-to-natural gas fuel switching 
scenario. Instead, using the National Enwgy Modeling System (NEMS), EIA assumes 
that emissions reductions will be achieved by building 145 GW of new nuclear 
gen^ting capacity and 1 10 GW of new biomass capacity by 2030. We have reviewed a 
number of other economic analyses of how energy markets would respond to new 
constraints on GHG emissions, and no one else believes that nuclear and biomass will 
make such large contributions to the nation’s energy portfolio over this time period. 
Rather, most believe that the legislation’s 2012 target to cap emissions at 2003 levels is 
so aggressive that utUities would have no realistic choice other than to switch their 
generating capacity to use as much lower-carbon emitting natural gas as possible. This 
added demand to natural gas will result in higher prices to the industrial sector, making it 
more difticult to compete in a global market and American consumes will experience 
higher electricity and home heating costs. Higher energy and feedstock costs can be 
moderated. Policymakers should take measures to increase supplies of natural gas. 
Energy sup ply and climate policies must be developed in tandem. 


The Role of State Programs 

The legislation does not preempt states from enacting GHG reduction programs 
that are more stringent than this legislation's program. To the contrary, the legislation 
sends a strong signal to the states to quickly adopt more stringent emissions programs by 
giving them additional free allocations. American companies with facilities in multiple 
states will be faced with an administrative burden of conq>lying with multiple programs, 
and possibly purchasing both state and federal allowances for the same ton of emissions. 
Encouraging state-by-state regulatory programs presents regulated parties with a great 
deal of regulatory uncertainty, malting strategic planning and capit^ investment decisions 
far more difticult. 

Traditionally, Congress does not preempt more stringent state environmental laws 
where there are local impacts. This recognizes that the citizens of one state may desire a 
more stringent standard than the citizens of another state, and, importantly, that they can 
achieve the mote stringent standard by controlling actions widnn that state. However, 
unlike the pollutants presently regulated under the Clean Air Act which have local and 
regional impacts, greenhouse gas emissions do not respect state or national boundaries. 

A more effective climate policy is a national {aogram with a single set of rules. 
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Allowance trading 

Section 2101 would allow anyone to buy, bold, sell, trade or retire allowances. 
This airangement could cause carbon dioxide allowances to quickly become the most 
heavily traded commodity in the world, resulting in a highly volatile market, with 
"considerable monetary value, perhaps SlOO billion or more annually.”^ The way the 
provision is currently structured, it oeates the potential for market speculation, 
manipulation, volatility and high prices. These market conditions would put the 
industrial sector at a competitive disadvantage in the global marketplace. Commodity 
traders would likely be the big winners. The result of this provision is higher allowance 
prices, which ultimately would be passed on to the American consumer in the form of 
higher electricity and hetdng costs . 

A thorough oversight program or board needs to be established to provide 
oversight of the market and to institute rules as may be required to maintain the integrity, 
openness, and effectiveness of the markets and minimize price volatility while allowing 
the most effective program to proceed. This is a very long term issue with major 
economic implications and potentially massive wealth transfers! programs managing the 
market need to be appropriately robust We urge Congress to carefully consider how 
non-emitters would and should interact with the carbon market in general and the auction 
process in particular, especially during the price discovery phase of the markets 
development 


Point of regulation 

The substitute bill, which was introduced the day of mark-up, contains a new 
upstream point of regulation for natural gas. In crafting this new point of regulation, the 
(hafters have retained the downstream approach included in the bill as it was originally 
introduced. The effect is that the bill in its current form would regulate natural gas. both 
upstream at the point of sale or import, and downstream at the point of emissions. This 
approach is unfair to the industrial sector and must be corrected. Regulating fossil fuel 
emissions downstream targets carbon intensive sectors of the VS economy. 

A better alternative is to regulate hydrocarbons at the point of production or 
import Regulating upstream would expand coverage to a greater amount of emissions 
and would lower the transaction costs of the program because one would reduce the 
number of entities having to adhere to a cap. This is bow the bill regulates transportation 
fuels. Regulating upstream at the point of production or import would spread the carbon 
costs associated with natural gas to a broader portion of the US economy. This approach 
would assist domestic industries in their quest to compete in a global market. 

Any bill that includes an upstream point of regulation must include a feedstock 
exemption. Industry uses fossil fuels such as natural gas as raw materials or feedstocks 
for its [noducts. In fact, the chemical industry uses hydrocarbon feedstocks to make 
eniagy-saving products that reduce OHO emissions, e.g., building insulation. These 
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feedstocks are not combusted and tbeiefore do not release greenhouse gases. A feed 
stock exemption is needed to avoid regulating a fossil fuel that will not result in carbon 
emissions. In 200S, the US chemical industry spent more than S63 billion on energy 
inputs - two-thirds of that total was spent on feedstock purchases. A feedstock exen^tion 
is a vital feature of any legislation that regulates natural gas at the point of production or 
import 


Scope of Coverage 

The bill would cover “any facility that in any year produces, or any entity that in 
any year produces, non-fiiel chemicals that will emit more than 10,000 COj equivalents 
of CHG, assuming no ciq>tuTe and destruction or permanent sequestradon of the gas.” It 
appears that the term ‘non-fiiel chemicals' is intended to covo- some of the non-COj 
Kyoto gases. If so. the bill should make this clear. As currently written, section 1202 
could be interpreted to require manufacturers to submit allowances to cover possible 
future emissions of COi resulting from combustion of any product tfarcaigbout the value 
chain containing any organic chemical. 


Enabling Technologies 

ACC also evaluates climate legislation on its dedication to research, development, 
and d^loyment of enabling technologies. While we applaud the bill’s dedication to 
enabling carbon capture and sequestration, it is difricult to determine the exact funding 
that would be appUed to this technology. The legislation would require that as much as 
40% of the Climate Change Credit Corporation auction funds would be used for 
developing CO 2 capmre from electric generation from coal and sequestration of COj. 

The Electric Power Research Institute (EPRI) estimates that S17 billion is needed over 
the next 2S years in order to undertake the necessary RD&D that would avoid a SI 
trillion reduction in economic growth by 2050 with additional funds needed for 
deployment of CCS. Due to the uncertainty in allowance price, it is not known what 
quantity of funding would result from 40% of the auction funds. For tins reason, it is 
difficult to determine whether the legislation is sufficiently enabling CCS technology 
development. 

This provision should not be limited to electric generation units. Industrial 
facilities are also capable of capturing and storing carbon emissions and should be 
eligible for this program. Industrial facilities that compete in a global market must be 
included in a technology program that could help reduce emissions costs. 


Linkage to International Emitters 

Ihe legislation is insufficiently linked to large international emitters. After 
approximately 8 years, the legislation could require importers of OHG-intensive 
manufactured products to submit allowances of a value equivalent to the allowances in 
the US system if those exporting countries were not acting to reduce emissions. This 
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provision is insufficient because American industry needs to produce globally 
con^dtive products at the onset of any carbon regulating program. To “level the 
playing field”. Congress should carefully consider requiring importers of OHG-intensive 
manufactured products to submit allowances from the beginning of the program. 

American cbemistiy wants to support a nadonal climate policy that protects the 
environment and protects the economy. We believe that the energy efficient materials 
that we make are a vital component of climate protecdon soludons. We have and 
continue to do our part to reduce our own QHG footprint. Due to the bUl' s potential 
impact on energy markets, the economy, our ability to compete in global markets, the 
uncertainty associated with dedicadon to enabling technologies and the weak links to 
acdons by other higb-emitdng nadons, we believe modificadons to the provisions in this 
legisladon are required. We hope to continue working with the committee to develop 
effecdve and workable climate policies and thank the bill's authors for advancing this 
inqrortant debate. 


Sincerely, 



Jack N. Gerard 
President and CEO 


Cc; Members of the Senate Committee on Environment and Public Works 


amnrtcanclMMnislry.com' 


Pago 7 of 7 


} (n)3;741JIMO 



434 



The Fertilizer Institute 

Nourish, Replenish, Grow 


S. 2191, the Lieberman/Warncr Climate Security Act 


Would cause: 

1) Closure of remaining U.S. fertilizer production facilities; 

2) Dramatically higher fertilizer costs for U.S. farmers; 

3) U.S, farmers to be even more dependent on fertilizer products from overseas sources. 


Fertilizer is the 'food' that plants need to produce a healthy and bountiful crop. Experts estimate 
that without commercial fertilizers, the world would be without one-third of its food supply. 


U.S. Farmers Already Paying Record High Fertilizer Prices 

Testifying before the U.S. House of Representatives Agriculture Committee on Oct. 18, U.S. 
Department of Agriculture Chief Economist Dr. Keith Collins stated "prices of natural gas, the 
major component of nitrogen, rose more in the United States than in other key regions causing a 
shift in both ammonia and urea nitrogen production to overseas suppliers. Nitrogen imports 
now account for more than 50 percent of available U.S. supplies, compared with only 21 percent 
of available supplies in 1996/97. 

Nutrient demand by U.S. and foreign farmers is expected to remain strong over the next several 
years reflecting high global commodity prices and expanding crop production. Thus fertilizer 
prices, and nitrogen in particular, are expected to remain at or near record-high levels. 

For the past 3 years, farmers have paid record prices for fertilizer materials. " 

S. 2191 Would Cripple the Already Struggling U.S. Fertilizer Industry' 

America’s Climate Security Act, S. 2191 presents a grave threat to the domestic fertilizer 
industry ._First, the Act would cause a dramatic increase in the price of natural gas, as users of 
coal and oil rush to shift away from those fuels in order to reduce their greenhouse gas 
emissions. Second, the Act would require fertilizer manufacturers, retailers that mix and blend 
products and fertilizer importers to purchase a huge number of emissions allowances, sufficient 
to cover not just the emissions from their own facilities, but also the emissions that release from 
farmers’ fields when the fertilizers are eventually used. The total cost of these two impacts could 
cripple what remains of the U.S. fertilizer industry and would lead to significantly higher 
fertilizer prices for U.S. farmers. 

Natural Gas Prices 


Unlike virtually all other industries addressed in S. 2191, nitrogen fertilizer manufacturers do not 
utilize gas as a fossil fuel used to produce steam or heat for their industrial processes. Rather, 
they use the vast majority of their natural gas as a chemical feedstock, taking hydrogen from the 
methane molecule and reacting it with nitrogen from the atmosphere to produce ammonia (NHj). 
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Because natural gas serves as the basic chemical feedstock in their production process, it 
comprises the largest single component of their production costs. When gas prices reach the $7 
per MMBtu level, natural gas costs can represent over 90 percent of the total cost of production 
of ammonia. This means that nitrogen fertilizer manufacturers not only use natural gas in a 
unique way (as compared to other industries), but that they have a unique interest in its cost. 

Because ammonia is a commodity product that is traded in the world market, domestic fertilizer 
manufacturers cannot simply “pass-along” the cost increases that result from rising gas prices. 
Instead, as domestic natural gas prices rise, imported ammonia from countries with lower natural 
gas prices (Russia, Trinidad, Saudi Arabia) has begun to displace domestic production. This 
development has accelerated dramatically in recent years. There were 58 domestic ammonia 
plants in 1998, but there are a total of only 33 today - and four of these are temporarily idle due 
to their inability to compete with foreign producers who have access to dramatically cheaper 
natural gas. Meanwhile, the volume of imports has continued to grow - increasing by 80 percent 
in just the past five years - and today more than half of the nation’s nitrogen supplies are 
imported. 

During calendar year 2005, the domestic nitrogen fertilizer industry spent $246 on natural gas for 
each ton of ammonia produced - or a total of $2.75 billion for the 11.181 million short tons of 
ammonia produced in that year. If natural gas prices were to increase by 25 percent - as they are 
widely expected to do under the proposed legislation - then the total natural gas cost to the 
industry would increase from $2.75 billion to $3.44 billion, an annual increase of $688 million. 
Because domestic manufacturers could not hope to pass along this increase, U.S. farmers would 
be forced to buy even more of their fertilizer products from overseas sources - driving up U.S, 
and world fertilizer prices and jeopardizing domestic fertilizer availability in the future. 

Emission Allowances 


In addition to its impact on natural gas prices, S. 2191 would also impose a number of direct 
requirements on U.S. fertilizer producers, retailers that mix and blend products and fertilizer 
importers. Domestic manufacturers would need to submit allowances covering both the 
emissions from their own facilities and the emissions from any “nonfuel chemical” they either 
produce or import at the facility. 

If this is the case, fertilizer manufacturers would be forced to purchase an extraordinary number 
of allowances. Producing a ton of ammonia generates approximately 0.66 of a ton of greenhouse 
gas, but when the farmer later uses that ton of ammonia to fertilize and grow his crops, 
approximately 2.46 tons of greenhouse gas eventually will leave the farmer’s fields. The bill 
would make the fertilizer manufacturer responsible for these “emissions” - in addition to the 
0.66 of a ton from their own facilities. The legislation would require him to buy allowances for 
3.32 tons of emissions for each ton of ammonia produced. 

A similar situation applies in the case of urea. The production of ammonia is a necessary first 
step in producing urea. Producing a ton of urea generates (we need to account for the ammonia 
production too) .18 of a ton of additional greenhouse gas, but the farmer’s field eventually will 
release 2.62 tons of greenhouse gas for each ton that the farmer chooses to apply. If the fertilizer 
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manufacturer becomes responsible for these “emissions,” he will need to purchase allowances 
for 2,80 tons of emissions for each ton of urea produced. 

If S. 2191 were to become law, much of our nation’s coal fired power generation would switch 
from coal as a fuel to natural gas, increasing natural gas demand and prices - as much as 25 
percent or more. A 25 percent increase in the price of natural gas increases the cost of nitrogen 
fertilizer production by over $60 a ton. 

Additionally, it is difficult to know the price that an emission allowance will carry in the year 
2012. Some say $5 per ton, others say $12 per ton, others say more. But regardless of where the 
price eventually lands, it is clear that domestic manufacturers, retailers and importers are being 
asked to bear an extraordinary burden. The entire invoice of additional costs for the agricultural 
sector is being laid at their doorstep. 

Assuming the price of an allowance is $5 per ton (a conservative assumption); each ton of 
ammonia would carry an allowance “tax” of $16.60 ($5 x 3.32). The total tax for the 11.181 
million tons produced by the domestic industry would come to $185.6 million per year. In 
addition, the domestic industry would owe an additional $81 ,2 million per year in allowance fees 
for the 5.8 million tons of urea produced each year ($5 x 2.80 x 5.8 million). 

The industry would also bear significant costs on nitrogen fertilizer imports. The 8.4 million 
tons of ammonia imported into the U.S. annually would be imposed a cost of $139.4 million. In 
addition, the 6.3 million tons of urea would be made to pay $88.2 million. Therefore, a 
conservative estimate of the total cost of the legislation to domestically produced and imported 
ammonia and urea, on which U.S. farmers are highly dependent, comes to a staggering $494 
million. 

When combined with the likely increase in natural gas prices, these costs to our industry would 
be well in excess of $1 billion annually and are simply more than the U.S. fertilizer industry can 
bear. When domestic fertilizer manufacturers close their doors, the issue goes beyond the job 
losses and community hardships that are associated with all factory closures. In addition to these 
very serious problems, the nation also would need to increase its dependence on foreign fertilizer 
imports, much of that product will come from countries with unstable governments with all of 
the risks that this dependence entails. A disruption would endanger both the U.S. domestic food 
supply and the entire agricultural sector. This, of course, is the one sector that the U.S. needs to 
protect, with products that are far more essential than those of any other. 

The Fertilizer Institute (TFI) strongly opposes S. 2191, the Lieberman/Wamer Climate Security 
Act and similar legislation that would result in the closure of domestic fertilizer manufacturing 
facilities, higher fertilizer prices for U.S. farmers, an increase in imports of fertilizer products 
from overseas by imposing a federal mandatory greenhouse gas cap-and-trade system enforced 
by the Environmental Protection Agency. 
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November 12, 2007 


Hon. Barbara Boxer, Chair 

Committee on Environment and Public Works 

United States Senate 

Washington, DC 20510 

Hon. James Inhofe, Ranking Member 
Committee on Environment and Public Worics 
United States Senate 
Washington, DC 20S10 

Dear Senator Boxer and Senator Inhofe: 

The International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, Forgers 
and Helpers is committed to working constructively with you toward die adoption of 
federal legislation to cap greenhouse gas (GHO) emissions. We look forward to 
providing our nation with the skilled wori^rce necessary to dqrloy the technology 
necessary to reduce emissions linked to global wanning. However, we maintain some 
concern regarding S. 2191, America’s Climate Sectitity Act 

We appreciate that S. 2191 incorporates some provisions of the S. 1766, legislation 
introduced by Senators Bingaman and Specter, and endorsed by our union. We strongly 
support provisions to provide bonus emission allowances for r^uctions achieved through 
carbon capture and sequestration (CCS). The inclusion of bonus allowances will provide 
the economic incentives necessary for private investment to develt^ technology for 
responsible use of our imtion’s abundant coal resources. In addition, the ASCA makes 
significant investment in the development and dqiloyment of job-creating technology, 
including zero or low-carbon energy technology, advanced coal and sequestration 
technology, and cellulosic biomass ethanol. 

We appreciate that Senators Warner and Liebetman have recognized the need to provide 
a just tiansition for diosc who might suffer job dislocations as a result of this legislation 
and included an assistance program for wooers, including job training, temporary wage 
coverage, and health care assistance. However, we hope the Committee will consider our 
suggestions to avoid the significant worker displacement and job loss that could result 
from some of the approaches currently propos^ 

The inclusion of international provisions is an import step forward to engage the 
developing world in seeking a solution to global wanning and ensure that responsible 
action by the United States does not threaten our economic competitiveness. Modest 
modifications to the timeline and implememalion process will strengthen this section. 
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However, other provisions of ACS A could have a oegative impact on our members and a 
chilling effect on necessary investments in our nation’s energy infrastructure. We have 
significant concern regarding an overiy aggressive Phase I evasion reduction target, now 
increased to a nearly 20% reduction below 2005 levels by 2020, before the anticipated 
commercial availability of carbon capture and storage technologies. Such an approach 
will result in widespread fuel switching for powa generation finm affordable and 
abundant coal resources to more expensive natural gas. 

We are also concerned about the potential cost of carbon allowances and the impact on 
our economy should the technology necessary for reducing emissions not develop frist 
enough, or within the dmefl^es required to meet legislative targets. Therefore, we are 
dis^pointed foe ACSA does not include a “safety valve” provision. The economic 
impact on wodcers could be seriously defrimental should foe development of carbon 
capture and sequestration technology lag behind mandated reduction levels and targeted 
dates, driving up the cost of compliance - costs that will ultimately be borne by 
consumers. 

Inclusion of an allowance price “safety-valve” would ensure foe maximum costs of foe 
program are known in advairce, and provides the long-term certainty needed for the 
coital investments that will result in cleano:. more efficient energy production. 
Ultimately, we must recognize that the technology necessary for carbon emissions 
reductions - particularly in foe utility sector - on foe scale recognized as necessary to 
mitigate the worst effects of cUmate change are not yet commercially available. We are 
hopeibl foose technologies will develop quicMy, and we look forward to providing foe 
highly skilled workers tiiat will be needed for widespread deployment. However, we 
believe foe policy firamework for reducing carbon emissions should provide the flexibility 
necessary to avoid the worst consequences for woikeis and consumeis. 

We also believe that provisions must be included to ensure that investments resulting 
finm the allocation of free allowances promote domestic investment and job creation. 
Similarly, proceeds finm foe allowance auction that result in energy infi'astiuctuie 
development, adaptation activities, and natural resource protection must be tied to basic 
labor standards and protections, consistent with a vision of foe future that values both 
environmeuta] protection and good jobs for American workers. 

Thank you for your consideration of our views on this important matter. 

Since rely, 

Bridget P. Martin 

Assistant to the International President 

Director of Government Affairs 


cc; 


Senator Joseph Liebeiman 
Senator John Warner 
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November 15, 2007 

The Honorable Barbara Boxer, Chairman 
The Honorable Jim Inhofe, Ranking Member 
Environment and Public Works Committee 
The United States Senate 
Washington, DC 20510 

Dear Chairman Boxer and Ranking Member Inhofe, 

I am writing to express the views of the International Emissions Trading Association 
(lETA) on an issue of great importance to our members: cost control in the design of a 
greenhouse gas reduction program, 

lETA's 175 member companies include some of America's and the world's largest 
industrial and financial corporations, including global leaders in oil, electricity, cement, 
aluminum, chemical, paper, and banking; as well as leading firms in data verification and 
certification, brokering and trading, legal, and consulting industries. lETA member 
companies represent emissions greater than the carbon emissions from Germany and the 
UK combined. lETA and its member companies are committed to reducing greenhouse 
gas emissions in a way that maximizes climate protection at the lowest possible cost. 


Controlling costs is important not just to ETA member companies, but to all Americans. 
Americans care deeply about their environment and their climate, and want to take strong 
actions to protect it. At the same time, however, Americans are concerned about their 
pocketbooks, their electricity bills, and the price of gasoline, and do not want to pay more 
than necessary to protect the climate. For both Americans and ETA member companies, 
controlling costs while protecting the climate is critical, 

Lieberman-Warner is an important step, but improvements are necessary 

ETA would like to thank you, in addition to Senators Lieberman and Warner, for your 
leadership in working to develop a cap-and-trade approach to addressing climate change. 
America's Climate Security Act includes many provisions that would help to create a 
market capable of maximizing climate benefits. It would create a national cap-and-trade 
system covering a large portion of national emissions and allowing for domestic trading. 
This structure would provide incentives for both consumers and industry to take actions 
that will reduce emissions and achieve a degree of cost control. We support the 
provisions that authorize regulated firms to purchase emission reductions or offsets from 
sectors outside the cap, and allowances from other nations, for a portion of their 
compliance obligations. 


MAftNET SOLUTIONS FOR GLOBAL ENVIBONMeNTAL 
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Nevertheless, lETA believes that the legislation needs to be improved. This letter 
addresses an issue of critical importance to ETA in any climate program: cost control. 

Robust markets, international linkage, and offsets are the most effective means of 
controlling cost 

Fundamentally, ETA believes that a robust domestic emissions trading market, with 
strong links to international markets and ready access to offsets across broad geographic 
boundaries, is the most effective method to protect the climate while controlling costs. 

America's Climate Security Act limits regulated firms use of domestic offsets for 
compliance with emissions targets to 15% of required allowances while prohibiting the 
use of offsets created outside of the US. Experience gained by our members in these 
markets, and the research that has been undertaken for many years, demonstrates that 
quantitative and qualitative limits imposed on the use of offsets for compliance will 
significantly increase program costs. Offsets can play an important role in a climate 
protection program and provide significant benefits. They stimulate investment in 
environmentally beneficial activities in sectors outside the emissions cap that would not 
occur in the absence of a financial incentive, and allow regulated firms to hedge existing 
assets and maintain them until the end of their useful lives. In addition, the use of offsets, 
particularly in the early years of a climate control program, enables the development of 
key technologies that will be required to achieve the more stringent reductions that will 
be required during the 21st century to stabilize the climate system. While ETA strongly 
supports a rigorous approval process ensuring the environmental integrity of the activities 
creating the offsets, we believe limits imposed on the use of domestic and international 
offsets for compliance should be eliminated from the legislation. 

The legislation includes a provision requiring that 2.5% of the allowances be allocated to 
international forest protection. ETA notes that this provision is neither an offset nor a 
cost-control provision. Offsets tap the power of the market to protect the environment 
while reducing costs. The Lieberman-Wamer provision, in contrast, would decrease 
flexibility and drive up costs to American consumers and households, and at the same 
time is limited in its ability to protect international forests. We recommend you convert 
this provision to an offset program that would give American businesses an incentive to 
protect international forests while at the same time reducing costs to American consumers 
and households. 


ETA also encourages you to include provisions in the legislation that provide stronger 
mechanisms for the US to link with international markets. Larger markets are inherently 
more efficient, liquid, and competitive. As such they will achieve levels of climate 
protection at the lowest cost. We recommend the 15% restriction on international 
allowances for compliance be eliminated. 

In addition, in order to best achieve the powerful benefits that result from markets, the 
market design should avoid mechanisms seeking to directly manage the price of carbon. 
Caution should also be exercised with respect to provisions seeking to manage the 
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associated supply and demand of allowances with a view to indirectly managing the 
price. While lETA does not necessarily oppose all such provisions, if done improperly, 
such measures increase the risk for new investments and risk undercutting the value of a 
market-based program. 

Finally, lETA notes that one of the most significant issues with respect to cost is the issue 
of allocation. While experience in other jurisdictions has clearly demonstrated that no 
single mechanism-auctioning, benchmarking, or grandfathering-can produce universally 
satisfactory results, lETA believes the initial high level of auctioning in Lieberman- 
Wamer, in combination with the allocation to non-emitters, is cause for concern. We 
would suggest that a more gradual approach be utilized, with a careful consideration both 
of means of minimizing consumer costs and of the capacity of covered entities to recover 
allowance costs. 

Opportunity for global leadership 

The world is moving towards the creation of a global carbon market. Several regions and 
countries have either developed or are in the process of developing carbon markets and 
linking these to broader markets to achieve their goal of protecting the climate. More 
than 175 countries have participated in the development of a means for trading carbon 
offset credits, through the Clean Development Mechanism. In October of this year, 
California, along with the other member states of the Western Climate Initiative and the 
Regional Greenhouse Gas Initiative, joined the International Carbon Action Partnership, 
an intergovernmental alliance dedicated to linking regional carbon markets to help 
mobilize capital for the necessary transition to a global low-carbon economy. 

Ultimately, protecting the climate is a global responsibility that will require a global 
solution. The Senate Environment and Public Works Committee has a unique 
opportunity to provide international leadership and reduce the risk to America's security 
by developing legislation that includes mechanisms that will move the world closer to 
addressing climate change through powerful market mechanisms. If the United States 
does not engage countries seeking to use offsets to reduce greenhouse gas emissions, 
either other countries will step in to provide this leadership and reap the economic 
benefits of an active offset sector, or an important opportunity to begin the process of 
mitigating climate change will be lost. lETA stands ready to work with you and all the 
members of the committee to develop the market-based solutions that are necessary to 
protect the climate at the lowest possible cost. 

Yours truly. 


Andrei Marcu 
President and CEO 

International Emissions Trading Association 
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Testimony of 

John D. Porcari, Secrctar>' 

Maryland Department of Transportation 

Submitted to the 

U.S. Senate Environment and Public Works Committee 
Legislative Hearing on America’s Climate Security Act of 2007, S. 2191 
Thursday November 15, 2007 

Chairwoman Boxer, Ranking Member Inhofe, and members of the Committee, I 
respectfully submit the following comments on the important subject of climate security 
and transportation, Maryland’s Governor, Martin O’Malley, wants to bring balance to 
our transportation program with a renewed emphasis on transit, and we are moving 
aggressively to deliver a system that is effective and environmentally responsive. 
Although we are taking steps to deal with increasing capacity and congestion along the 
Baltimore/Washington corridor in order to reduce our state’s contribution to emissions, 
significant action to address climate change must also happen at the federal level. 

In September, Governor O’Malley testified before your Committee on the need for more 
aggressive leadership from Washington and the steps the State is taking to lessen the 
impacts of climate change. Governor O’Malley has backed up his words with actions. 

He fought for, and signed into law, a Clean Car bill during his first legislative session; 
speariieaded efforts to improve the Chesapeake Bay, stop sprawl and support renewable 
energy; and earlier this year, he created a Commission on Climate Change. 

In addition, Maryland has joined the Regional Greenhouse Gas Initiative (RGGI). The 
RGGI is a coalition of Northeast and Mid-Atlantic States that developed a multi-state 
cap-and-trade program covering greenhouse gas (GHG) emissions. The program is 
initially aimed at the reduction carbon dioxide emissions from power plants in 
participating states but could expand to consider other kinds of sources, like 
transportation. As a result of the Governor’s leadership, the Maryland Department of 
Transportation (MOOT) is making transportation decisions with the environment and 
climate change in mind. 

As Secretary of Transportation, not a day goes by that 1 am not faced with issues 
stemming from the environmental impact of our congestion issues. It is no secret that 
transportation is a major factor affecting climate change. In the BaltimoreAV ashington 
region. Vehicle Miles Traveled (VMT) have increased 1 35 percent since 1 982, while new 
lane miles on roads have increased only 35 percent. In 2003, peak hour commuters 
wasted over 130 million gallons of gas sitting in traffic. 

In the past, like many states, Maryland’s transportation decisions were focused on roads. 
But as we seek additional transportation capacity, we know our vision must encompass a 
modally diverse transportation system capable of moving greater numbers of people 
while reducing transportation’s impact on the environment. 
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This is particularly critical in Smart Growth areas like the BaltimoreAVashington 
eonidor, where one of our key transit assets is our MARC commuter rail system. It is 
effieient, popular, and at full capacity. We have developed a growth and investment plan 
with the goal of tripling MARC capacity by 2035. We also have a strong Transit 
Oriented Development program underway at several of our major transit hubs. These 
mixed-use development projeets are aimed at increasing transit ridership, ereating 
walkable eommunities and reducing the dependence on cars, resulting in better land use. 

These are only a few of the examples of what Maryland is doing at the local level. In 
addition, we are looking at expanding our commuter bus system; carpool, vanpool and 
telework programs; implementing Express Toll Lanes (ETL); and providing additional 
transit rail and bus services in the region. 

States depend on the transportation funding partnership with the federal government. 
Apportioned funds come with varying degrees of flexibility in how states may spend 
them. A more effective shifting of funds toward transit investments in this coxmtry can 
happen if Congress would change the way the federal dollars are allocated. For example, 
in Maryland, we have a Transportation Trust Fund (TTF) structure that contains all 
transportation-generated revenues in single fund. This TTF is used to support the 
issuance of a consolidated bonded indebtedness which allows Maryland to make multi- 
modal transportation funding decisions based on need, not solely on mode. Maryland 
looks first to create a balanced system which promotes mobility, consistent with our 
commitment to environmental stewardship. Unfortunately, lack of flexibility in federal 
funding makes it difficult to carry out the most effective and efficient local project 
decision-making and service delivery. We need a new Federal-State partnership that 
promotes greater programmatic flexibility in how states are allowed to administer funds. 

MDOT supports congestion relief initiatives as an important part of a cleaner 
environmental future. Give us the tools to manage our emissions, such as cap-and-trade 
programs, and the flexibility decide the best way to utilize federal formula dollars. 
Continue to fund and expand programs for transit and intercity passenger rail, and 
encourage the development and use of new technologies to increase the efficiency of our 
roads and the scope of our transit systems. 

We must have change in our federal policies if we are to deal effectively with 
transportation’s impact on climate change. You can catalyze that change with federal 
money for reducing congestion, research and development of cleaner fuels, and improved 
vehicle technology. 1 applaud this Committee’s desire to address this issue, and look 
forward to working with you. 
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VICE PRESIDENT, POLICY ANALYSIS 
AMERICAN GAS ASSOCIATION 

ON BEHALF OF 

THE AMERICAN GAS ASSOCIATION 


BEFORE THE 
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POTENTIAL IMPACT OF S. 2191 ON NATURAL GAS UTILITIES AND 
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NOVEMBER 15, 2007 


American Gas Association 
400 N. Capitol Street, NW 
Washington, DC 20001 


This testimony is available on the AGA website, www.aga.org 
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Paul Wilkinson 
American Gas Association 
11/16/07 

Executive Summary 


• S. 2191 will dramatically increase the cost of natural gas to consumers due to the cost of 
emission allowances and because the demand for natural gas will increase. Electricity 
generators will shift to natural gas because most other carbon reduction options will not 
be available at the outset of the program. 

• Under the proposed legislation, homes, small retail establishments, schools and hospitals 
will have to compete with electricity generators and factories to purchase emission 
allowances. 

• There are no fuel substitution options or appliance efficiency options for small volume 
natural gas consumers that would allow them to meet the requirements of S . 2 1 9 1 . The 
legislation imposes a cost on consumers who have no alternative means to reduce 
emissions. 

• Natural gas provides for the essential human needs only of small volume consumers - 
heat, hot water, cooking and clothes drying. 

• The total greenhouse gas emissions from residential natural gas consumers have declined 
since the 1970’s, even though the number of residential consumers served with natural 
gas has increased by 50 percent; from 40 million homes to 60 million. 

• Natural gas homes have become more efficient. The average natural gas use per home 
has declined by 3 1 percent since 1980. These homes can continue to reduce emission 
gradually by tighter standards, but cannot reduce emissions by an additional 70 percent. 

• Over one-third of all residential natural gas consumers are served under decoupled rate 
structures which allow for efficiency and conservation promotion by local gas utilities. 
Similar rate proceedings are underway in several states. 

• Natural gas can, and should, provide greenhouse gas benefits now while other 
technologies are being developed. Public policy should steer consumers to the direct use 
of natural gas, rather than increase its cost. 


1 
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Introduction 

The American Gas Association, founded in 1918, represents 200 local energy utility 
companies that deliver natural gas to more than 64 million homes and businesses throughout the 
United States. A total of 69 million residential, commercial and industrial customers receive 
natural gas in the US, and AGA's members’ deliver 92 percent of all natural gas provided by the 
nation's natural gas utilities. 

We believe that the low greenhouse gas emissions of natural gas relative to other fuels, 
combined with the efficiency of the natural gas system and the appliances that use natural gas, 
make it an extremely valuable energy source for reaching national environmental goals, 
particularly as we await the commercialization of other low-carbon or no-carbon options. We do 
not believe, however, that the inclusion of small volume natural gas consumers in a cap and trade 
program as suggested in the most recent version of S. 2191 will aid in meeting our climate 
change objectives. In fact, we believe this inclusion will increase the complexity and uncertainty 
of the program, and it may, in fact, be counter-productive to our climate change objectives. 
Natural gas utilities are committed to assisting their customers in continuing their trend of 
reducing greenhouse gas emissions. Including them in the cap and trade program will not alter 
this commitment or enhance the ultimate environmental outcome. 

Statement 

Natural gas is used to meet the essential human needs of small volume consumers. The 
majority of the homes in this country use natural gas, and in the residential sector 98 percent of 
all gas is used for space heating, water heating and cooking, while the remaining 2 percent is 
used for clothes drying and other purposes. It is not used for the plasma televisions, video 
games, cell phones and other battery operated devices that account for about one-third of the 
residential electricity market. It is not good public policy to put the health and safety of these 
people at risk by subjecting them to an uncertain and unproven allowance market. This is 
especially true given that small volume natural gas consumers account for only about 8 percent 
of overall U.S. greenhouse gas emissions, and emissions from these consumers have been 
steadily declining for several decades. 

The combination of tighter homes, more efficient appliances and various conservation 
measures has resulted in a dramatic increase in the efficiency of small volume natural gas 
customer consumption for more than three decades. In fact, greenhouse gas emissions from 
the residential use of natural gas from 2000 through 2006 are below 1970’s levels, despite 
the fact that the number of natural gas households increased from 40 million to over 60 
million in that timeframe. 

A portion of the success realized in terms of small volume customer efficiency gains is 
attributable to the aggressive promotion of conservation and efficiency by local natural gas 
utilities. A strong movement towards decoupled rates has enhanced this promotion. Natural gas 

2 
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utilities make no profit on higher gas prices - they are fundamentally a delivery service that 
traditionally profited by moving more natural gas through their system. Decoupled rates 
essentially make the utility indifferent to the volume of gas delivered and they therefore allow 
the utility to be a stronger proponent of conservation and efficiency. Nearly 40 percent of all 
residential natural gas consumers are served by gas utilities that have decoupled rates or that are 
engaged in state proceedings that are considering decoupled rates. There was almost no 
decoupling prior to 2002. 

As noted above, small volume natural gas consumers are effectively reducing their 
greenhouse gas emissions. Plaeing them under a cap as suggested in the most recent version of 
S. 2191 would place a burden on these consumers not faced by consumers served by other less 
efficient and higher emitting energy forms. For example, home heating oil, the majority of 
whieh is imported and which emits about 30 percent more C02per MMBtu than does natural 
gas, is not covered under the proposed legislation. Further, natural gas consumers unlike 
electricity consumers, caimot meet the ultimate 70 percent reduction target by substituting 
energy sources. That is, there are low-carbon or no-carbon generating options available today or 
in the foreseeable future for electricity customers. Natural gas is clean and efficient, and there 
is no substitute fuel available for natural gas to meet the reduction requirements of S. 2191. 
Also, natural gas appliances are already very efficient and there are not, in most eases, 
technologies available or under consideration that would be able to meet the reduetions being 
considered. For example, natural gas heating equipment being sold today is commonly in the 
range of 82 percent to 94 percent efficient. Improving the efficiency of these units cannot meet 
the reduction mandates of S. 2191. 

Changing the fuel input or the equipment efficiency is not a viable option for small 
volume natural gas consumers to meet the proposed reduction targets. Thus, allowances would 
have to be purchased in the market to cover the shortfall. It is not good public policy to set up 
a system where residences, schools, hospitals and small retail establishments would 
compete in an allowance market with industrial facilities and electricity generators in order 
to have the fuel necessary for heat, hot water and cooking. Although this competition for 
allowances would likely be through some agent for the small volume consumers, the effect is the 
same. The allowance market will be tight, competitive and expensive, and the needs of small 
volume natural gas consumers would have to be fulfilled in that market. Particularly over the 
next 10 to 20 years, when technologies for low carbon electricity generation are expected to be 
limited, it is unwise to increase the number of players in the allowance market. 

An argument for including small volume natural gas consumers under the cap of S. 2191 
is that everyone should contribute to reducing greenhouse gas emissions and everyone should 
share in the pain of the reduction effort. It is a gross oversimplification and incorrect to 
assume that if small volume natural gas consumers are not subject to a cap they will not be 
affected by this legislation. We are convinced that natural gas will be a primary compliance 
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tool for electricity generators to meet their reduction targets, particularly over the next 10 to 20 
years as coal with carbon capture and storage, nuclear, solar and wind and other control 
technologies are being developed and deployed. As a result, natural gas prices to all customers 
will go up - probably significantly. This expected increase in price should be viewed in the 
context of a natural gas market that has gone from $2.00 per MMBtu in the 1980’s and 1990’s to 
$6.00 to S8.00 per MMBtu today (and, at times, more). 

Multiple surveys of electric company CEOs and a study prepared for the Natural Gas 
Council {Greenhouse Gas Initiatives Analysis Using the National Energy Modeling System, 
prepared by SAIC for the Natural Gas Council, Oct. 2007) agree that natural gas will be a 
principal means of compliance for electricity generators in the near term. For example, the NGC 
study, using the NEMS model of the Energy Information Administration (EIA), found that by 
reducing ElA’s projected construction of new nuclear facilities from 145 plants to a more 
reasonable 25 plants (by 2030) projected natural gas demand increased by 3.6 trillion cubic feet 
per year from 2020-2029 - equal to roughly 16 percent of current annual consumption. 

Increasing natural gas demand by 16 percent, especially when most potential natural gas supplies 
remain severely constrained, would cause dramatically higher prices for all natural gas 
consumers in an already tight and high-priced market. 

In addition to higher natural gas prices, small volume natural gas consumers will also be 
affected by climate change legislation due to inevitable higher prices for electricity and gasoline. 
It should be noted that roughly 60 percent of residential electricity is used for purposes common 
to all customers - lighting, refrigeration, televisions, computers, and similar devices. All 
electricity customers, regardless of the energy source used to heat their home, heat their water 
and cook their food, will share in the cost of reducing emissions from electricity generators. 
Additionally, small volume natural gas consumers will be affected by the tighter building codes 
and standards of S. 2191 as well as higher appliance efficiency standards. 

Rather than discourage the use of natural gas by small volume consumers, as we 
believe S. 2191 does, effective climate change legislation should promote the use of gas in 
residential and commercial applications where it is most efficient and where greenhouse 
gas reduction benefits are most achievable. For example, converting residential water heaters 
from electricity to natural gas can often reduce greenhouse gas emissions by one-half to two- 
thirds. Such conversions not only reduce emissions, but they also reduce the need to build new 
generating plants for electricity. One of the most difficult issues in terms of reducing greenhouse 
gas emissions will be meeting a growing demand for electricity when options such as solar, 
wind, coal with carbon capture and nuclear power face severe constraints, particularly in the 
near- to mid-term. Natural gas can provide reduction benefits now, and there should be 
encouragement to do so. 
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Paul Wilkinson 
American Gas Association 
11/16/07 

Conclusion 

We strongly believe that the last minute revision of S. 2191 that inserted Section 1204 
without discussion, debate or input from the millions who would be adversely affected was a 
mistake. Not only will the current version prevent natural gas from contributing to the program 
as it should, but it also puts nearly 70 million homes and small businesses at risk. We believe 
that small volume natural gas consumers can, and should, play a role in reducing greenhouse gas 
emissions. We also believe that local natural gas utilities can, and should, assist their customers 
in achieving meaningful reductions. They have served this role in the past. This role has 
significantly increased over the past 5 years, in part as a result of the proliferation of revenue 
decoupling. This role will become even more predominant in the future. However, the inclusion 
of small volume natural gas consumers under the cap of S.2191 will not help local natural gas 
utilities and their customers fulfill their potential in terms of reducing greenhouse gas emissions. 
In fact, it is likely to have the opposite effect. 
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> CATF, working through its consultant OnLocation, has 
modeled several scenarios of ACSA at the request of Sens. 
Lieberman and Warner. 

> The model runs simulate most but not all of the provisions 
of ACSA. 

> The following slides summarize our latest run which looks 
at the version of ACSA that was passed by the 
subcommittee. 

> Some of the data in this presentation is based on 
calculations done after the model run, but using modeled 
outputs. 
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> The National Energy Modeling System (NEMS) is a detailed 
computer-based, energy-economic modeling system of 
U.S. energy markets. NEMS projects energy supply, 
demand, imports, conversion, and prices to the year 2030, 
subject to market assumptions such as macroeconomic 
and investment factors, world energy markets, fuel 
availability, technology cost and performance 
characteristics of energy technologies, and more. 

> The model was developed and is maintained by the Energy 
Information Administration (EIA) for use in developing 
annual projections (in particular the "Annual Energy 
Outlook") and for evaluating energy policies. 
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> OnLocation, IncJEnergy Systems Consulting, 
founded in 1984, is a consulting firm specializing 
in energy and environmental policy analysis. 
Their analysis supports government, non- 
governmental organizations, and corporate 
decision makers. OnLocation has been involved 
in the development and maintenance of NEMS 
since its inception and assists multiple clients by 
using the tool to examine proposed government 
policies and their associated impacts on the 
energy system. 
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> Covered sector emissions include: power sector, industry, transportation 
(upstream), residential and commercial natural gas and petroleum use. 


> Offsets are allowed up to 30% (the 15-15 split is not possible in NEMS, but the 
resulting output is close). 

> Unlimited banking. 

> We did not model the Carbon Market Efficiency Board. 

> We did not change any technology assumptions in NEMS, except to constrain the 
deployment of biomass power. 

^ To simulate the use of auction revenue and direct allocation of allowances for low 
and no carbon power technologies, we used a production tax credit for CCS power 
and extended the wind production tax credit to 2030. 

> To simulate ACSA’s technology and efficiency provisions, we used ElA’s “Best 
Available Technology” case. 

> We have not yet analyzed the impact of the 5% allowance allocation to agricultural 
sequestration. 
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> ElA’s Best Available Technology (BAT) case assumes that 
consumers choose the most efficient equipment (from light 
bulbs to boilers) available, regardless of costs within 
residential and commercial buildings, when replacing end- 
use energy equipment in residential and commercial 
buildings. 

> ElA’s BAT scenario was used as a useful proxy for ACSA’s 
massive energy efficiency investment provisions, as well 
as ACSA’s new building and energy equipment efficiency 
regulations. 

> Through 2030, ACSA directs approximately $290 billion to 
energy efficiency and new product development, and sets 
efficiency standards for buildings and residential boilers. 
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D'orr’estic Product 


Lieberman-Wamer Sub-Corn 


GDP is 0.7% Lower 
in 2030 Under the 
Lieberman-Warner 
Bill Than in the 
Reference Case. 
Growth in GDP is 
104%in the Reference 
Case, and 102% 

Under Lieberman- 
Warner. 


; CLEAN AIR TASK FORCE 


8 


457 







Per Gross Domestic Pioduct 


Per Capita GDP Under 
Ueberman-Warner is 
$417 Less Than in the 
Reference Case in 2030 
Out of More Than $60,000. 
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> The average price per KWh of electricity increases from 8.3 
cents per KWh in 2006 to 9.8 cents per KWh in 2030. 

> However energy usage drops considerably, due to ACSA’s 
energy efficiency provisions and price response. 

> This drop in energy consumption results in lower monthly 
electrical bills for residential and commercial customers 
relative to the reference case. 

> Roughly similar impacts on industrial energy bills would 
likely occur due to ACSA’s energy efficiency investment 
provisions ~ but these reductions do not show up in our 
analysis, as ElA’s BAT scenario does not include industrial 

energy equipment efficiency. 
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> Even though monthly energy bill impacts are expected to 
be less than BAU for residential customers, ACSA creates 
a safety net to protect low and middle income consumers. 

> Sec. 3501 sets aside 10% of the total allowance pool to be 
used as rebates to low and middle income energy 
consumers and to promote energy efficiency. 

By 2030, this fund will contain nearly $240 billion. 

> Sec. 4302 and 4501 establishes the Energy Assistance 
Fund that provides additional funding to LIHEAP, the 
Weatherization Assistance Program, and a new Rural 
Energy Assistance Program. 

By 2030, this fund will contain over $200 billion. 
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> The average price per MMBTU of natural gas increases from $9.64 
per MMBTU in 2005 to $10.10 per MMBTU in 2030. 

> However, due to ACSA’s energy efficiency provisions measures 
in the bill and price response, energy usage drops considerably. 

> This drop in actual energy needed, reduces price impacts on 
monthly natural gas bills for residential and commercial 
customers. 

> Roughly similar impacts on industrial energy bills would likely 
occur due to ACSA’s energy efficiency investment provisions ~ 
but these reductions do not show up in our analysis, as ElA’s 
BAT scenario does not include industrial energy equipment 
efficiency. 
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Natural Gas Prices 
Ovsraii End Users 


EIA Reference Case (7-2007) 


Lieberman-Warner Sub-Corn 
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Typical Residential Customer Natural Gas Monthly Bill 
(Based on 2030 Rates and Adjusted Usage) 


Lieberman-Warner Sub-Com 
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> Even though monthly natural gas bill impacts for 

residential customers are expected to be quite small when 
compared to BAU, ACSA creates a safety net to protect low 
and middle income consumers. 


> Sec. 4302 and 4501 establishes the Energy Assistance 
Fund that provides additional funding to LIHEAP, the 
Weatherization Assistance Program, and a new Rural 
Energy Assistance Program. 

> By 2030, this fund will contain over $200 billion. 

> LIHEAP funds, as well as the Rural Energy Assistance 
Funds could be used to offset any price impacts that low 
and middle income natural gas customers might see. 
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> Gasoline prices gradually go up over next 23 years by 42 
cents by 2030. 

> In just this year alone prices have increased by @ $1.00. 

^ While ElA’s projection for gas prices, even for the AEO 
2007 case may look optimistic, the incremental impact that 
ACSA will have on actual future gasoline prices would be 
similar to that projected in this analysis. 

> Gasoline prices under ACSA, reflect almost 100% pass- 
through cost of the C02 allowance price. 
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> Due to the technology and efficiency incentives and the 
standards in the bill, overall electricity generation declines 
by 20% as compared to projected 2030 growth in BAU 
generation. 

> This is equivalent to not building 170 lOOOMw power 
plants. 

> This combined with the GHG cap reduces the role that 
traditional fossil fuels play in the power sector. 

> However, new low carbon fossil technologies and 
renewable technologies, spurred by the incentives in 
ACSA, along with nuclear increase dramatically. 
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> In modeling ACSA, we used a production tax credit of 1.25 
cents/KWh for coal generation with carbon capture and 
storage. 

> This was used to mimic in part the many incentives for 
promoting CCS technologies in the bill, 

> ACSA contains a 4% bonus allowance for CCS (the 
production tax credit most closely resembles this), a fund 
for deploying 20GWs of new IGCC/CCS, a fund for 
deploying new fossil and retrofit technologies with CCS, a 
fund for demonstrating geologic carbon storage, and the 
zero and low carbon generation fund which CCS power 
plants could qualify for. 
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> In most climate policies, gas generation is relied on as an 
interim power source prior to C02 allowance prices 
reaching the point where carbon capture and sequestration 
becomes economic. 


> Because of the incentives for CCS, and the reduction in 
overall energy use, natural gas generation does not show 
up as a “bridge” fuel. 

> If CCS or nuclear is constrained below projected 
expansion levels in the real world, gas generation would 
likely fill the gap. 
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> Nuclear power in a carbon constrained world will 
have an economic advantage that it does not 
currently have. 

> NEMS sees nuclear as a low cost-no carbon 
power generation choice, and thus builds large 
amounts of new nuclear generation- 117GWs by 
2030. 

> We chose not to artificially constrain nuclear 
power within the model. 
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> As of late 2006, 27 GW of new plants were on 
order or proposed in the US, according to the 
World Nuclear Association. 

> While building a further 90GWs would be an 
aggressive build rate, it is entirely plausible. 

> Between 1971-1990, the US built approximately 
5GWs a year. 
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> The large expansion of renewable generation is due to both the GHG cap 
as well as the incentives in ACSA for low and no carbon technologies. 

> Sec. 4401 and 4402 dedicate approximately $125 billion to zero and low 
carbon power generation. 

> We extended the production tax credit for wind power to 2030 within the 
model to mimic the benefit of these funds. 


In addition, we suppressed the amount of biomass power due to the many 
competing uses that biomass faces (i.e. ethanol and other biofuels), as 
well as questions about net climate impacts and costs. 


Between 2012-2030, nearly 70GWs of new wind generation is deployed. 
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Introduction 

This Synthesis Report is based on the assessment carried out by the three Working Groups of the IPCC. It provides 
an integrated view of climate change as the final part of the IPCC’s Fourth Assessment Report, 

A complete elaboration of the topics covered in this summary can be found in this Synthesis Report and in the 
underlying reports of the three Working Groups. 

1. Observed changes in climate and their effects 

Warming of the climate system is unequivocal as is now evident from observations of increases in global 
average air and ocean temperatures, widespread melting of snow and ice, and rising global average sea level 
(Figure SPM.l). {1.1} 

Eleven of the last twelve years ( 1 995-2006) rank among the twelve warmest years in the instrumental record of 
global surface temperature (since 1850). The 100-year linear trend (1906-2005) of 0.74 [0.56 to 0.92]°C ' is larger 
than the corresponding trend of 0.6 [0.4 to O.SJ^C (1901-2000) given in the Third Assessment Report (TAR) 
(Figure SPM.l). The temperature increase is widespread over the globe, and is greater at higher northern latitudes. 
Land regions have wanned faster than the oceans (Figures SPM.2, SPM.4). (l.I, 1.2} 

Rising sea level is consistent with warming (Figure SPM.l). Global average sea level has risen since 1961 at an 
average rate of 1.8 [1.3 to 2.3]mm/yr and since 1993 at 3.1 [2.4 to 3.8]mm/yr, with contributions from thermal 
expansion, melting glaciers and ice caps, and the polar ice sheets. Whether the faster rate for 1993 to 2003 reflects 
decadal variation or an increase in the longer-term trend is unclear. {1.1} 

Observed decreases in snow and ice extent are also consistent with warming (Figure SPM.l). Satellite data since 
1978 show that annual average Arctic sea ice extent has shrunk by 2.7 [2.1 to 3.3]% per decade, with larger 
decreases in summer of 7.4 [5.0 to 9,8]% per decade. Mountain glaciers and snow cover on average have declined 
in both hemispheres. {1,1} 

From 1900 to 2005, precipitation increased significantly in eastern parts of North and South America, northern 
Europe and northern and central Asia but declined in the Sahel, the Mediterranean, southern Africa and parts of 
southern Asia. Globally, the area affected by drought has likely^ increased since the 1 970s. {1.1} 

It is very likely that over the past 50 years: cold days, cold nights and frosts have become less frequent over most 
land areas, and hot days and hot nights have become more frequent. It is likely that; heat waves have become more 
frequent over most land areas, the frequency of heavy precipitation events has increased over most areas, and since 
1975 the incidence of extreme high sea level^ has increased worldwide. {1.1} 

There is observational evidence of an increase in intense tropical cyclone activity In the North Atlantic since about 
1970, with limited evidence of increases elsewhere. There is no clear trend in the annual numbers of tropical 
cyclones. It is difficult to ascertain longer term trends in cyclone activity', particularly prior to 1970. 

Average Northern Hemisphere temperatures during the second half of the 20"’ century were very likely higher than 
during any other 50-year period in the last 500 years and likely i\\e highest in at least the past 1300 years. {1.1} 


^ Numbers in square brackets indicate a 90% uncertainty interval around a best estimate, i.e., there is an estimated 5% likelihood that the value 
could be above the range given in square brackets and 5% lik^ihood that the value could be beiow that range. Uncertainty intervals are not 
necessarily symmetric around the corresponding best estimate. 

^ Words in italics represent calibrated expressions of uncertainty and confidence. Relevant terms are explained in the Box ‘Treatment of 
uncertainty' in the Introduction of this Synthesis Report. 

^ Excluding tsunamis, which are not due to climate change. Exfreme high sea level depends on average sea level and on regional weather 
systems. It is defined here as the highest 1% of hourly values of observed sea level at a station for a given reference period. 
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Changes In temperature, sea level and Northern Hemisphere snow cover 



1850 1903 t9SQ 2000 

Vteir 


Figure SPM.1. Observed changes in (a) global average surface temperature; (b) global average sea ievel from tide gauge 
(blue) and satellite (red) data and (c) Northern Hemisphere snow cover for March-April. All differences are relative to 
corresponding averages for the period 1961-1990. Smoothed curves represent decadal averaged values while circles show 
yearly values. The shaded areas are the uncertainty intervals estimated from a comprehensive analysis of known uncertainties 
(a and b) and from the time series (c). {Figure 1.1} 


Observational evidence^ from all continents and most oceans shows that many natural systems are being 
affected by regional climate changes, particularly temperature increases. {1.2} 

Changes in snow, ice and frozen ground have with high confidence increased the number and size of glacial lakes, 
increased ground instability in mountain and other permafrost regions, and led to changes in some Arctic and 
Antarctic ecosystems. {1.2} 

There is high confidence that some hydrological systems have also been affected through increased runoff and 
earlier spring peak discharge in many glacier- and snow-fed rivers, and effects on thermal structure and water 
quality of warming rivers and lakes. { 1 .2} 

In terrestrial ecosystems, earlier timing of spring events and poleward and upward shifts in plant and animal ranges 
are with very high confidence linked to recent warming. In some marine and freshwater systems, shifts in ranges 
and changes in algal, plankton and fish abundance are with high confidence associated with rising water 
temperatures, as well as related changes in ice cover, salinity, oxygen levels and circulation. (1.2} 


* Based largely on data sets that cover the period since 1970. 
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Of the more than 29,000 observational data series, from 75 studies, that show significant change in many physical 
and biological systems, more than 89% are consistent with the direction of change expected as a response to 
warming (Figure SPM.2). However, there is a notable lack of geographic balance in data and literature on observed 
changes, with marked scarcity in developing countries. {1.3} 


Changes In physical and biological systems and surface temperature 1970-2004 


Oisngro t) pAyaicat vd fciotoaical systsme and suriscB lenfmetoB 1S7D.20M 



Figure SPM.2. Locations of significant changes in data series of physical systems (snow, ice and frozen ground; hydrology; and 
coastal processes) and biological systems (terrestrial, marine, and freshwater biological systems), are shown together with 
surface air temperature changes over the period 1970-2004. A subset of about 29,000 data series was selected from about 
80,000 data series from 577 studies. These met the following criteria; (1) ending in 1 990 or later; (2) spanning a period of at 
least 20 years; and (3) showing a significant change in either direction, as assessed in individual studies, These data series are 
from about 75 studies (of which about 70 are new since the Third Assessment) and contain about 29,000 data series, of which 
about 28,000 are from European studies. White areas do not contain sufficient observationai climate data to estimate a 
temperature trend. The 2x2 boxes show the total number of data series with significant changes (top row) and the percentage 
of those consistent with warming (bottom row) for (I) continental regions: North America (NAM), Latin America (LA), Europe 
(EUR), Africa (AFR), Asia (AS), Australia and New Zealand (ANZ), and Polar Regions (PR) and (ii) global-scale: Terrestrial 
(TER), Marine and Freshwater (MFW), and Global (GLO). The numbers of studies from the seven regional boxes (NAM, EUR, 
AFR, AS, ANZ, PR) do not add up to the global (GLO) totals because numbers from regions except Polar do not include the 
numbers related to Marine and Freshwater (MFW) systems. Locations of large-area marine changes are not shown on the map, 
{Figure 1,2) 


There is medium confidence that other effects of regional climate change on natural and human 
environments are emerging, although many are difficult to discern due to adaptation and non-cUmatic 
drivers. 

They include effects of temperature increases on { 1 .2} 

• agricultural and forestry management at Northern Hemisphere higher latitudes, such as earlier spring 
planting of crops, and alterations in disturbance regimes of forests due to fires and pests 
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® some aspects of human health, such as heat-related mortality in Europe, changes in infectious disease 
vectors in some areas, and allergenic pollen in Northern Hemisphere high and mid-latitudes 
• some human activities in the Arctic (e.g. hunting and travel over snow and ice) and in lower-elevation 
alpine areas (such as mountain sports). 

2. Causes of change 

Changes in atmospheric concentrations of greenhouse gases (GHGs) and aerosols, land-cover and solar radiation 
alter the energy balance of the climate system. 

Globa! GHG emissions due to human activities have grown since pre-industrial times, with an increase of 
70Vo between 1970 and 2004 (Figure SPM.3)/ (2.1} 

Carbon dioxide (CO2) is the most important anthropogenic GHG. Its annual emissions grew by about 80% between 
1970 and 2004. The long-term trend of declining CO? emissions per unit of energy supplied reversed after 2000. 
{ 2 . 1 } 


Global anthropogenic GHG emissions 



Figure SPM.3. (a) Global annual emissions of anthropogenic GHGs from 1970 to 2004.® (b) Share of different anthropogenic 
GHGs in total emissions in 2004 in terms of COa-eq. (c) Share of different sectors in total anthropogenic GHG emissions in 
2004 in terms of COj-eq. (Forestry includes deforestation). {Figure 2.1} 


Global atmospheric concentrations of COj, methane (CH4) and nitrous oxide (N2O) have increased 
markedly as a result of human activities since 1750 and now far exceed pre-industrial values determined 
from ice cores spanning many thousands of years. {2.2} 

Atmospheric concentrations of CO2 (379ppm) and CH4 (1774 ppb) in 2005 exceed by far the natural range over the 
last 650,000 years. Global increases in CO2 concentrations are due primarily to fossil fuel use, with land-use 
change providing another significant but smaller contribution. It is veiy likely that the observed increase in CH4 
concentration is predominantly due to agriculture and fossil fuel use. Methane growth rates have declined since the 
early 1990s, consistent with total emission (sum of anthropogenic and natural sources) being nearly constant 
during this period. The increase in N2O concentration is primarily due to agriculture. {2.2} 

There is ver}> high confidence that the net effect of human activities since 1750 has been one of wamiing.^{2.2} 


® Includes only CO 2 , CH 4 , N 2 O. MFCs, PFCs and SFs whose emissions are covered by the UNFCCC, These GHGs are weighted by their 100- 
year Global Warming Potentials, using values consisterrt with reporting under the UNFCCC. 
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Most of the observed increase in globally-averaged temperatures since the mid-20*^ century is very likely due 
to the observed Increase in anthropogenic GHG concentrations.^ It is likely there has been significant 
anthropogenic warming over the past 50 years averaged over each continent (except Antarctica) (Figure 
SPM.4). {2,4} 

During the past 50 years, the sum of solar and volcanic forcings would likely have produced cooling. Observed 
patterns of warming and their changes are simulated only by models that include anthropogenic forcings. 
Difficulties remain in simulating and attributing observed temperature changes at smaller than continental scales. 
{2.4} 


Global and continental temperature change 



Figure SPM.4. Comparison of observed continental- and global-scale changes in surface temperature with results simulated by 
climate models using either natural or both natural and anthropogenic forcings. Decadal averages of observations are shown for 
the period 1 906-2005 (black line) plotted against the centre of the decade and relative to the corresponding average for the 
period 1901-1950. Lines are dashed where spatial coverage is less than 50%. Blue shaded bands show the 5-95% range for 19 
simulations from 5 climate models using only the natural forcings due to solar activity and volcanoes. Red shaded bands show 
the 5-95% range for 58 simulations from 14 climate models using both natural and anthropogenic forcings. {Figure 2.5} 


® Increases in GHGs tend to warm the surface while the net effect of increases in aerosols tends to cool it, The net effect due to human activities 
since the pre-industrial era is one of warming (+1.6 [+0.6 to +2.4jW/m^. In comparison, dianges in solar irradiance are estimated to have 
caused a small warming effect (+0.12 [+0.06 to +0.30IW/m^). 

^ Consideration of remaining uncertainty is based on current methodologies. 
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Advances since the TAR show that discernible human influences extend beyond average temperature to 
other aspects of climate. {2.4} 

Human influences have: {2.4} 

* very likely contributed to sea level rise during the latter half of the 20'*' century 
« likely contributed to changes in wind patterns, affecting extra-tropical storm tracks and temperature 
patterns 

a likely increased temperatures of extreme hot nights, cold nights and cold days 

® more likely than not increased risk of heat waves, area affected by drought since the 1970s and frequency 
of heavy precipitation events. 

Anthropogenic warming over the last three decades has likely had a discernible influence at the global scale 
on observed changes in many physical and biological systems. (2.4} 

Spatial agreement between regions of significant warming across the globe and locations of significant observed 
changes in many systems consistent with warming is very unlikely to be due solely to natural variability. Several 
modelling studies have linked some specific responses in physical and biological systems to anthropogenic 
warming. {2.4} 

More complete attribution of observed natural system responses to anthropogenic warming is currently prevented 
by the short time scales of many impact studies, greater natural climate variability at regional scales, contributions 
of non-ciimate factors and limited spatial coverage of studies. {2.4} 

3. Projected climate change and its impacts 

There is high agreement and much evidence that with current climate change mitigation policies and related 
sustainable development practices, global GHG emissions will continue to grow over the next few decades. 
{3.1} 

The IPCC Special Report on Emission Scenarios (SRES, 2000) projects an increase of global GHG emissions by 
25-90% (COj-eq) between 2000 and 2030 (Figure SPM.5), with fossil fuels maintaining their dominant position in 
the global energy mix to 2030 and beyond. More recent scenarios without additional emissions mitigation are 
comparable in range. {3.1} 

Continued GHG emissions at or above current rates would cause further warming and induce many 
changes in the global climate system during the 2P' century that would very likely be larger than those 
observed during the 20*^ century (Table SPM.l, Figure SPM.5). {3.2.1} 

For the next two decades a warming of about 0.2°C per decade is projected for a range of SRES emissions 
scenarios. Even if the concentrations of all greenhouse gases and aerosols had been kept constant at year 2000 
levels, a further warming of about 0.1 ”C per decade would be expected. Afterwards, temperature projections 
increasingly depend on specific emission scenarios. {3.2} 


° For an explanation of SRES emission scenarios, see Box 'SRES scenarios' of this Synthesis Report, These scenarios do not include 
additional climate policy above current ones; more recent studies with respect to UNFCCC and Kyoto Protocol inclusion. 

® Emission pathways of mitigation scenarios are discussed in Section 5. 
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Scenarios for GHG emissions from 2000 to 2100 (in the absence of additional climate 
policies) and projections of surface temperatures 



Figure SPIVi-5. Left Panel: Globa! GHG emissions {in COj-eq) in the absence of climate policies; six illustrative SRES marker 
scenarios (coloured lines) and the 80“^ percentile range of recent scenarios published since SRES (post-SRES) (gray shaded 
area). Dashed lines show the full range of post-SRES scenarios. The emissions cover CO2, CH4. N2O, and F-gases. Right 
Panel: Solid lines are multi-model global averages of surface warming for scenarios A2, A1B and B1, shown as continuations of 
the 20^ century simulations. These projections also take into account emissions of short-lived GHGs and aerosols. The pink line 
is not a scenario, but is for AOGCM simulations where atmospheric concentrations are held constant at year 2000 values. The 
bars at the right of the figure Incjicate the best estimate (solid line within each bar) and the likely range assessed for the six 
SRES marker scenarios at 2090-2099. All temperatures are relative to the period 1980-1999. (Figure 3.1. Figure 3.2} 


Table SPM.1. Projected global averaged surface warming and sea level rise at the end of the 2l5t century. (Table 3.1} 



' ^ ' terr^ecWedTange^’ • 

(*Oat209CF?099nto^to1990-1^V , 

m:-: ■ ; . 

Case 

Best 

estimate 

LAeiy 

range 

Model-based range 
excludingfutufe rapid dyriamicat^^:^ ^ 
changes in ice flow 

Constant year 2000 
concentrations*’ 

0.6 

03-0,9 

Not available 

B1 scenario 

1.8 

11 -2.9 

0,18-0.38 

AIT scenario 

2.4 

1.4 -3.8 

0,20-0.45 

B2 scenario 

2.4 

1.4 -3.8 

0.20-0.43 

A1B scenario 

2.8 

1.7-4.4 

0,21-0,48 

A2 scenario 

3.4 

2.0 - 5.4 

0,23-0,51 

AIFl scenario 

4.0 

2.4-64 

0,26-0,59 


Notes: 

a) Temperatures are assessed best estimates and likely unceilainty ranges from a h/erare/jy of models of varying complexity as welt as 
observational constraints. 

b) Year 2000 constant composition is derived fmm Atmosphere-Ocean Genera/ Circulation Models {AOGCMs) only. 

c) All scenarios above are six SRES marker scenarios. Approximate carbon dioxide equivalent concenfraf/ons corresponding to the computed 

radiative forcing due to anthropogenic GHGs and aerosols in 2100 (see p. 823 of the TAR) for the SRES B 1. AIT. B2, A IB. A2 and A 1FI 
illustrative marker scenarios are about 600, 700, 800, 850, 1250 ar^ 1550 ppm. respectively. 

d) Temperature changes ara expressed as the difference from the period 1980-1999. To express the change relative to the period 1850-1899 
add 0,5 °C, 


The range of projections (Table SPM. 1) is broadly consistent with the TAR, but uncertainties and upper ranges for 
temperature are larger mainly because the broader range of available models suggests stronger climate-carbon 
cycle feedbacks. Wanning reduces terrestrial and ocean uptake of atmospheric CO 2 , increasing the fraction of 
anthropogenic emissions remaining in the atmosphere. The strength of this feedback effect varies markedly among 
models. (2.3, 3.2.1} 
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Because understanding of some important effects driving sea level rise is too limited, this report does not assess the 
likelihood, nor provide a best estimate or an upper bound for sea level rise. Table SPM. 1 shows model-based 
projections of global average sea level rise for 2090-2099.'® The projections do not include uncertainties in 
climate-carbon cycle feedbacks nor the full effects of changes in ice sheet flow, therefore the upper values of the 
ranges are not to be considered upper bounds for sea level rise. They include a contribution from increased 
Greenland and Antarctic ice flow at the rates observed for 1993-2003, but this could increase or decrease in the 
future." {3.2,1} 

There is now higher confidence than in the TAR in projected patterns of warming and other regional-scale 
features, including changes in wind patterns, precipitation, and some aspects of extremes and sea ice. {3.2.2} 

Regional-scale changes include: {3.2.2} 

• warming greatest over land and at most high northern latitudes and least over Southern Ocean and parts of 
the North Atlantic Ocean, continuing recent observed trends (Figure SPM. 6) in contraction of snow cover 
area, increases in thaw depth over most permafrost regions, and decrease in sea ice extent; in some 
projections using SRES scenarios, Arctic late-suramer sea ice disappears almost entirely by the latter part 
of the 2T' century 

• very likely increase in frequency of hot extremes, heat waves, and heavy precipitation 

• likely increase in tropical cyclone intensity; less confidence in global decrease of tropical cyclone numbers 

• poleward shift of extra-tropical storm tracks with consequent changes in wind, precipitation, and 
temperature patterns 

• very-’ likely precipitation increases in high latitudes and likely decreases in most subtropical land regions, 
continuing observed recent trends 

There is high confidence that by mid-century, annual river runoff and water availability are projected to increase at 
high latitudes (and in some tropical wet areas) and decrease in some dry regions in the mid-latitudes and tropics. 
There is also high confidence that many semi-arid areas (e.g. Mediterranean basin, western United States, southern 
Africa and northeast Brazil) will suffer a decrease in water resources due to climate change. {3.2; Figure 3.4} 


Geographical pattern of surface warming 



0 0.5 1 1.5 2 ^5 3 3.5 4 4.5 5 5.5 6 6.5 7 7.5 

ro 

Figure SPM. 6. Projected surface temperature changes for the late 21** century (2090-2099). The map shows the muiti- 
AOGCM average projection for the A1B SRES scenario. All temperatures are relative to the period 1980-1999, {Figure 3.2} 


'®TAR projections were made for 2100, whereas the projections for this report are for 2090-2099. The TAR would have had similar ranges to 
those in Table SPM. 1 if it had treated uncertainties in the same way. 

For discussion of the longer term see material below. 
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Studies since the TAR have enabled more systematic understanding of the timing and magnitude of impacts 
related to differing amounts and rates of climate change. {3.3.1, 3.3.2} 

Figure SPM.7 presents examples of this new information for systems and sectors. The top panel shows impacts 
increasing with increasing temperature change. Their estimated magnitude and timing is also affected by 
development pathway (lower panel). {3.3.1, 3.3.2} 


Examples of impacts assocl^ed with global average temperature change 

(impKis will vary by extent of ad^jtsftlon, rate of temparature change, and sodo-scasnomic pathway) 


C^ob^ annual tempeoture change reialive to 1980-1899 
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Wanning by 2090-2099 relative to 1980-1999 for 



Figure SPM.7, Examples of impacts associated with projected global average surface wanning. Upper panel: Illustrative 
examples of global impacts projected for climate changes (and sea level and atmospheric COj where relevant) associated with 
different amounts of increase in global average surface temperature in the 21** century. The black lines link impacts; broken-line 
arrows indicate impacts continuing with increasing temperature. Entries are placed so that the left hand side of text indicates the 
approximate level of warming that is associated with the onset of a given impact. Quantitative entries for water scarcity and 
flooding represent the additional impacts of climate change relative to the conditions projected across the range of SRES 
scenarios A1F1, A2, B1 and B2. Adaptation to climate change is not included in these estimations, Confidence levels for all 
statements are high. Lower panel: Dots and bars indicate the best estimate and likely ranges of warming assessed for the six 
SRES marker scenarios for 2090-2099 relative to 1980-1999, {Figure 3.5} 


Examples of some projected impacts for different regions are given in Table SPM.2. 
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Table SPM.2. Examples of some projected regional tmpacte* 


Africa 

• By 2020, between 75 and 250 million of pec^ are projected to be exposed to increased water stress due to climate 

change; 

• By 2020, in some countries, yields from rain-fed agriculture could be reduced by up to 50%. Agricultural production, 

including access to food, in many African countries is projected to be severely compromised. This would further 
adversely affect food security and exacerbate malnutrition; 

• Towards the end of the 21st century, projected sea4evel rise will affect low-lying coastal areas with large 

populations. The cost of adaptation could amount to at least 5-10% of Gross Domestic Product (GDP); 

• By 2060, an increase of 5-8% of arid and semi-arid land in Africa is projected under a range of climate scenarios 

{TS). 


• By the 2050s. freshwater availatslity in Centiai, Srxrth, East and South-EastAsia, particularly in large river basins, is 

projected to decrease; 

• Coastal areas, especially heavily-populated megadelta regions in Soutii, East and South-East Asia, will be at 

greatest risk due to increased flooding from the sea and, in some megadeltas, flooding from the rivers; 

• Climate diange is projected to compound the pressures on natural resources and the environment, associated with 

rapid urbanization, industrialization and economic development, 

• Endemic morbidity and mortality due to diarrhoea! disease pnmarily associated with floods and droughts are 

expected to rise in East, South and South-East Asia due to projected changes in the hydrological cycle. 

1 

• By 2020, significant loss of biodtN^rsity is projected to occur in some ecologically rich sites including the Great 

Barrier Reef and Queensland Wet Tropics; 

• By 2030, water security problems are [xc^ected to intensify in southern and eastern Australia and, in New Zealand, in 

Northland and some eastern regions; 

• By 2030, production from agriculture and forestry is projected to decline over much of southern and eastern 

Australia, and over parts of eastern New Zealand, due to increased drought and fire. However, in New Zealand, 
initial benefits are projected In some other regions.; 

• By 2050, ongoing coastal dev^opmenl and population growth in some areas of Australia and New Zealand are 

projected to exacerbate risks from sea level rise and increases in the severity and frequency of storms and 
coastal flooding. 


• Climate change is expected to magnify regional differences in Europe's natural resources and assets. Negative 

impacts will include increased risk of inland flash floods, and more frequent coastal flooding and increased erosion 
(due to storminess and sea-level rise): 

« Mountainous areas will face glacier retreat, reduced snow cover and winter tourism, and extensive species losses (in 
some areas up to 60% under high emissions scenarios by 2080); 

• In Southern Europe, climate change is projected to worsen conditions (high temperatures and drought) in a region 

already vulnerable to climate variability, and to reduce water availability, hydropower potential, summer tourism 
and. in general, crop productivity; 

• Climate change is also projected to increase the health risks due to heat-waves, and the frequency of wildfires. 

Utin America 

• By mid century, increases in temperature and associated decreases in soil water are projected to lead to gradual 

replacement of tropical forest by savanna in eastern Amazonia. Semi-arid vegetation will tend to be replaced by 
arid-land vegetation. 

• There is a risk of significant biodiversity loss through species extinction in many areas of tropical Latin America; 

• Productivity of some important crops is projected to decrease and livestock productivity to decline, with adverse 

consequences for food security. In temperate zones soybean yields are projected to increase. Overall, the number 
of people at risk of hunger is projected to increase (TS; medium confidence). 

• Changes in precipitation patterns and the disappearance of glaciers are projected to significantly affect water 

avaiiabiliiy for human consumption, agriculture and energy generation. 

North 

America 

• Warming in western mountains is prqected to cause decreased snowpack, more winter flooding, and reduced 

summer flows, exacerbating competition for over-allocated water resources; 

• In the early decades of the century, moderate climate change is projected to increase aggregate yields of rain-fed 

agriculture by 5-20%, but with important variability among regions. Major challenges are projected for crops that 
are near the warm end of their suitat^e range or which depend on highly utilized water resources; 

• During the course of this century, cities that currently experience heatwaves are expected to be further challenged by 

an increased number, intensity and duration of heatwaves during the course of the century, with potential for 
adverse health impacts; 

• Coastal communities and habitats vwll be increasingly stressed by dimate change impacts interacting with 

development and pollution. 


• The main projected biophysical effects are reductions in thicknera and extent of giaders and ice sheets and sea ice, 

and changes in natural ecosystems vwth deUimental effects on many organisms induding migratory birds, 
mammals and higher predators; 

• For human communities in the impacts, particularly those resulting from changing snow and ice conditions are 

projected to be mixed; 

• Detrimental impacts would include those on infrasfructure and traditional indigenous ways of life; 

• In both polar regions, spedfic ecosystems and habitafe are fwojected to be vulnerable, as climatic barriers to species 

invasions are lowered. 
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Table SPM.2. (cont) 


''Siriait- '' '"V 

* Sea-levei rise is expected to exacertiate inundaticwi, stc^m surge, erosion and other coasta! hazards, thus 
threatening vital infrastructure, settlemente and fKilities that support the livelihood of island communities: 

islands' :' 

• Deterioration in coastal conditions, for example through erosion of beaches and coral bleaching is expected to affect 
local resources; 


• By mid-century, climate change is expected to reduce water resources in many small islands, e.g., in the Caribbean 
and Pacific, to the point where they become insufficient to meet demand during low-rainfali periods. 


• V^^th higher temperatures, increased invasion by non-naflve species is expected to occur, particularly on mid- and 
high-latitude islands. 


'Unless stated explicitly, all entries are from WGII SPM text, and are either very high confidence or high confidence statements, reflecting 
different sectors (Agriculture, Ecosystems, Water. Coasts, Health, Industry and Settlements). The WGII SPM refers to the source of the 
statements, timelines and temperatures. The magnitude and timing of impacts that will ultimately be realized will vary with the amount and 
rate of climate change, emission scenarios, development pathways and adaptation. 


Some systems, sectors and regions are likely to be especially affected by climate change.*^ 

Systems and sectors; {3.3.4} 

• particular ecosystems: 

• terrestrial: tundra, boreal forest and mountain regions because of sensitivity to warming; 
mediterranean-type ecosystems because of reduction in rainfall; and tropical rainforests where 
precipitation declines 

* coastal: mangroves and salt marshes, due to multiple stresses 

♦ marine: coral reefs due to multiple stresses; the sea ice biome because of sensitivity to warming 

• water resources in some dry regions at mid-latitudes*^ and in the dry tropics, due to changes in rainfall and 
evapotranspiration, and in areas dependent on snow and ice melt 

• agriculture in low-latitudes , due to reduced water availability 

• low-lying coastal systems, due to threat of sea level rise and increased risk from extreme weather events 
« human health in populations with low adaptive capacity. 

Regions: {3.3.4} 

• the Arctic, because of the impacts of high rates of projected wanning on natural systems and human 
communities 

• Africa, because of low adaptive capacity and projected climate change impacts 

• small islands, where there is high exposure of population and infrastructure to projected climate change 
impacts 

• Asian and African megadeltas, due to large populations and high exposure to sea level rise, storm surges 
and river flooding. 

Within other areas, even those with high incomes, some people (such as the poor, young children, and the elderly) 
can be particularly at risk, and also some areas and some activities. {3.3.4} 

Ocean Acidification 

The uptake of anthropogenic carbon since 1750 has led to the ocean becoming more acidic with an average 
decrease in pH of 0.1 units. Increasing atmospheric CO 2 concentrations lead to further acidification. Projections 
based on SRES scenarios give a reduction in average global surface ocean pH of between 0. 14 and 0.35 units over 
the 2 1 century. While the effects of observed ocean acidification on the marine biosphere are as yet 
undocumented, the progressive acidification of oceans is expected to have negative impacts on marine shell- 
forming organisms (e.g. corals) and their dependent species. {3.3.1} 


Identified on the basis of expert judgement of the assessed itteraUireand considering the magnitude, timing and projected rate of climate 
change, sensitivity and adaptive capacity. 

Including arid and semi-arid regions, 
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Altered frequencies and intensities of extreme weather, together with sea level rise, are expected to have 
mostly adverse effects on natural and human systems. {3.3.3} 

Examples for selected extremes and sectors are shown in Table SPM.3. {Table 3.2} 


Table SPM.3. Examples of possible impacts of climate change due to changes in extreme weather and climate events, based 
on projections to the mid- to late 21*’ century. These do not take into account any changes or developments in adaptive 
capacity. The likelihood estimates in column 2 relate to the phenomena listed in column 1, {WGii Table SPM.I) 


Phenomenon* and 
direction of trend 


Over most land 
areas, warmer 
and fewer cold 
days and nights, 
warmer and more 
frequent hot days 
and nights 

Virtuaffv 

certakf 

Increased yields in 
colder environments; 
decreased yields in 
warmer environments; 
increased insect 
outbreaks 

Effects on water 
resources retying on 
snowmelt; effecto on 
some wat^ supplies 

Reduced human 
mortality from 
decreased cold 
exposure 

Reduced energy 
demand for heating; 
Increased demand for 
cooling; declining air 
quality in cities; reduced 
disruption to transport 
due to snow, ice; effects 
on winter tourism 

Wami spells/heat 
waves. Frequency 
increased over 
most land areas 

Very likely 

Reduced yields in 
warmer regions due to 
heat stress; increased 
danger of wildfire 

Increased water 
demand; water quality 
problems, e.g. algal 
blooms 

increased risk of heat- 
related mortality, 
especially for the 
elderly, chronically sick, 
very young and socially 
isolated 

Reduction in quality of 
life for people in warm 
areas without 
appropriate housing; 
impacts on the elderly, 
very young and poor 

Heavy 

precipitation 
eventa. Frequency 
Increases over 
most areas 

Very likely 

Damage to crops; soil 
erosion, inability to 
cultivate land due to 
waterlogging of soils 

Adverse effects on 
quality of surface and 
groundwater; 
contamination of water 
supply; water scarcity 
may be relieved 

Increased risk of 
deaths, injuries and 
infectious, respiratory 
and skin diseases 

Disruption of 
settlements, commerce, 
transport and societies 
due to flooding: 
pressures on urban and 
rural infrastructures; 
loss of property 

Area affected by 
drought increases 

Likely 

Land degradation; lower 
yields/crop damage and 
failure; increased 

livestock deaths; 
Increased risk of wildfire 

More vwdespread wat^ 
stress 

increased risk of food 
and water shortage; 
increased risk of 
malnutrition; increased 
nsk of water-end food- 
borne diseases 

Water shortage for 
settlements, industry 
and societies: reduced 
hydroperwer generation 
potentials; potential for 
population migration 

Intense Uc^lcai 
cyclone activiiy 
increases 

L/fce/y . 

Damage to crops; 
windthrow (uprorting) of 
trees; damage to coral 
reefs 

Power outages causing 
disruption of public 
water supply 

Increased risk of 
deaths, injuries, water- 
and food- borne 
diseases; post- 
traumatic stress 
disorders 

Disruption by flood and 
high winds; withdrawal 
of risk coverage in 
vulnerable areas by 
private insurers, 
potential for population 
migrations, loss of 
property 

Increased 
incidence of 
extreme high sea 
level (excludes 
tsunamis)” 

Ukelf 

Salinisation of irrig^n 
water, estuaries and 
freshwater systems 

Decreased freshwater 
availability due to 
saltwater infavsjon 

increased risk of deaths 
and injuries by 
drowning in floods; 
migration-related health 
effects 

Costs of coastal 
protaction versus costs 
of land-use relocation; 
potential (or movement 
of populations and 
infrastructure; also see 
tropical cyclones above 


Notes: 

a) See WG! Table 3.7 for further details regarding definitions. 

b) Warming of the most extreme days and nights each year. 

c) Extreme high sea level depends on average sea level and on regional weather systems. It is defined as the highest 1% of hourly values of 
observed sea level at a station for a given reference period. 

d) In all scenarios, the projected global average sea level at 2100 is higher than in the re^rence period {WG1 10.6}. The effect of changes in 
regional weather systems on sea level extremes has not been assessed. 
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Anthropogenic warming and sea level rise would continue for centuries due to the timescales associated with 
climate processes and feedbacks, even if GHG concentrations were to be stabilised. {3.2.3} 

Estimated tong term (multi-century) warming corresponding to the six AR4 WG III stabilisation categories is 
shown in Figure SPM.8, 


Estimated multi-century warming relative to 1980-1999 for AR4 stabilisation categories 



(°C) 0 1 2 3 4 5 8 

Global average temperature change relative to 1980-1999 

Figure SPM.8. Estimated long term {multi-century) warming corresponding to the six AR4 WGIll stabilisation categories (Table 
SPM.S). Temperature scale has been shifted by -O.S^C compared to Table SPM.3 to account approximately for the warming 
between pre-industrial and 1980-1999, For most stabilisation levels global average temperature is approaching the equilibrium 
level over a few centuries. For GHG emission scenarios that lead to stabilisation by 2100 at levels comparable to SRES B1 and 
A1B (600 and 850 COroq, ppm; category iV and V) assessed models project that about 65-70% of the estimated global 
equilibrium temperature increase assuming a climate sensitivity of 3°C would be realised at the time of stabilisation (WGI 
10.7,2). For the much lower stabilisation scenarios (category I and II), the equilibrium temperature may be reached earlier 
(Figure SPM.11). 


Contraction of the Greenland ice sheet is projected to continue to contribute to sea level rise after 2100. Current 
models suggest virtually complete elimination of the Greenland ice sheet and a resulting contribution to sea level 
rise of about 7 m if global average warming were sustained for millennia in excess of 1 .9 to 4.6'’C relative to pre- 
industrial values. The corresponding future temperatures in Greenland are comparable to those inferred for the last 
interglacial period 125,000 years ago, when paleoclimatic information suggests reductions of polar land ice extent 
and 4 to 6 m of sea level rise. {3.2.3} 

Current global model studies project that the Antarctic ice sheet will remain too cold for widespread surface 
melting and gain mass due to increased snowfall. However, net loss of ice mass could occur if dynamical Ice 
discharge dominates the ice sheet mass balance. {3.2.3} 

Anthropogenic warming could lead to some impacts that are abrupt or irreversible, depending upon the rate 
and magnitude of the climate change. {3.4} 

Partial loss of ice sheets on polar land could imply metres of sea level rise, major changes in coastlines and 
inundation of low-lying areas, with greatest effects in river deltas and low-lying islands. Such changes are 
projected to occur over millennial time scales, but more rapid sea level rise on century time scales cannot be 
excluded. {3.4} 

Climate change is likely to lead to some irreversible impacts. There is medium confidence that approximately 20- 
30% of species assessed so far are likely to be at increased risk of extinction if increases in global average warming 
exceed 1.5-2.5°C (relative to 1980-1999). As global average temperature increase exceeds about 3.5''C, model 
projections suggest significant extinctions (40-70% of species assessed) around the globe. {3.4} 

Based on current model simulations, the meridional overturning circulation (MOC) of the Atlantic Ocean will very 
likely slow down during the 2r‘ century; nevertheless temperatures over the Atlantic and Europe are projected to 
increase. The MOC is very unlikely to undergo a large abrupt transition during the 2r'cenlury. Longer-term MOC 
changes cannot be assessed with confidence. Impacts of large-scale and persistent changes in the MOC are likely to 
include changes in marine ecosystem productivity, fisheries, ocean COj uptake, oceanic oxygen concentrations and 
terrestrial vegetation. Changes in terrestrial and ocean CO 2 uptake may feed back on the climate system. {3.4} 


Page 13 




494 


Summary for Policymakers of the Synthesis Report of the IPCC Fourth Assessment Report 

DRAFT COPY 16 NOVEMBER 2007 23:04- Subject to final copyedit 

4. Adaptation and mitigation options 

A wide array of adaptation options Is avaiiabie, but more extensive adaptation than is currently occurring is 
required to reduce vulnerability to climate change. There are barriers, limits and costs, which are not fully 
understood. {4.2} 

Societies have a long record of managing the impacts of weather- and climate-related events. Nevertheless, 
additional adaptation measures will be required to reduce the adverse impacts of projected climate change and 
variability, regardless of the scale of mitigation undertaken over the next two to three decades. Moreover, 
vulnerability to climate change can be exacerbated by other stresses. These arise from, for example, current climate 
hazards, povert>' and unequal access to resources, food insecurity, trends in economic globalisation, conflict and 
incidence of diseases such as HIV/AIDS. {4.2} 

Some planned adaptation to climate change is already occurring on a limited basis. Adaptation can reduce 
vulnerability especially when it is embedded within broader sectoral initiatives (Table SPM.4). There is high 
confidence that there are viable adaptation options that can be implemented in some sectors at low cost, and/or with 
high benefit-cost ratios. However, comprehensive estimates of global costs and benefits of adaptation are limited. 

{4.2, Table 4.1} 

Adaptive capacity is intimately connected to social and economic development but is unevenly distributed 
across and within societies. {4.2} 

A range of barriers limit both the implementation and effectiveness of adaptation measures. The capacity to adapt 
is dynamic and is influenced by a society’s productive base including: natural and man-made capital assets, social 
networks and entitlements, human capital and institutions, governance, national income, health and technology. 
Even societies with high adaptive capacity remain vulnerable to climate change, variability and extremes. {4.2} 

Both bottom-up and top-down studies indicate that there is high agreement and much evidence of substantial 
economic potential for the mitigation of global GHG emissions over the coming decades that could offset the 
projected growth of global emissions or reduce emissions below current levels (Figure SPM.9, SPM.10)’^ 
While top-down and bottom-up studies are in line at the global level (Figure SPM.9) there are considerable 
differences at the sectoral level. {4.3} 

No single technology can provide all of the mitigation potential in any sector, The economic mitigation potential, 
which is generally greater than the market mitigation potential, can only be achieved when adequate policies are in 
place and barriers removed (Table SPM,5). 

Bottom-up studies suggest that mitigation opportunities with net negative costs have the potential to reduce 
emissions by around 6 GtCOs-eq/yr in 2030, realizing which requires dealing with implementation barriers. {4.3} 


’■* While this section deals with adaptation and mitigation separately, these responses can be complementary. This theme is discussed in 
section 5. 

The concept of “mitigation potential” has been developed to assess the scale of GHG reductions that could be made, relative to emission 
baselines, for a given level of carbon price (expressed in cost per unit of carbon dioxide equivalent emissions avoided or reduced). Mitigation 
potential is further differentiated in terms of “market mitigation potentiai" and 'economic mi^gation potential". 

Market mitigation potential is the mitigation potenfial based on private costs and private discount rates (reflecting the perspective of 
private consumers and companies ), which might be expected to occur under forecast market conditions, including policies and measures 
currently in place, noting that barriers limit actual uptake. 

Economic mitigation potential is the mitigation potential, which takes into account social costs and benefits and social discount rates 
(reflecting the perspective of society, social discount rates are lower than those used by private investors ), assuming that market efficiency 
is improved by poiides and measures and barriers are removed. 

Mitigation potential is estimated using different types of apfxoaches. Bottom-up studies are based on assessment of mitigation options, 
emphasizing specific technologies and regulations. They are tyf^Hy sectoral studies taking the macro-economy as unchanged- Top-down 
studies assess the economy-wide potential of mitigation options. They use globally consistent frameworks and aggregated information 
about mitigation options and capture macro-economic and market feedbacks. 
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Tab!© SPM-4. Selected examples of planned adaptation by sector. 



..-.iSli 



! Water 

Exoandea rainwater harvesting; 
wate' sio.'age ana conservation 
techniques; water re-use; 
desalination; water-use and 
irrioation effidencv 

National water policies and 
integrated water resources 
management; water-related 
hazards management 

Finandai, human resources and 
physical barriers; integrated water 
resources management: synergies 
witn otner sectors 

Agriculture 

Adjustment of planting dates and 
crop variety; crop r^ocation; 
improved land management, e.g. 
erosion control and soil [xotection 
through tree planting 

R&D policies; institutional 
reform; land tenure and 
land reform; training; 
capacity building; crop 
insurance; finarxsal 
ir>centjves, e.g. subsidies 
and tax credits 

Technological & financial constraints; 
access to new varieties; markets; 
longer growing season in higher 
latitudes: revenues from ‘new’ 
products 

Infrastructure/settfement 
^including coastal zones) 

Relocation; seawalls and storm 
surge barriers; dune reinforcement; 
land acquisition and creation of 
marshlands/wetlands as buffer 
against sea level rise and flooding, 
protection of existing natural 
barriers 

Standards and regulations 
that integrate climate 
change considerations into 
design; land use policies: 
building codes; insurance 

Financial and technological barriers; 
availability of relocation space; 
integrated policies and 
managements: synergies with 
sustainable development goals 

Human health 

Heat-health action plans; 
emergency medical services; 
improved climate-sensitive disease 
surveillance and control; safe water 
and imoroved sanitation 

Public health policies that 
recognise dimate risk; 
strengthened health 
services; regional and 
intemationai coooeration 

Limits to human tolerance 
(vulnerable groups); knowledge 
limitations; finandai capacity; 
upgraded health services; improved 
Qualitv of life 

Tourism 

Diversification of tourism attractions 
& revenues; shifting ski slopes to 
higher altitudes and glaciers; 
aitificia! snow-making 

Integrated planning (e.g. 
carrying capacity: linkages 
with other secfors); financial 
incentives, e.g. subsidies 
and tax aedits 

Appeai/marketing of new attractions; 
finandai and logistical challenges; 
potential adverse impact on other 
sectors (e.g. artificiai snow-making 
may increase energy use); revenues 
from 'new' attractions; involvement of 
wider arouD of stakeholders 

Transport 

Reaiignmenl/relocation; design 
standards and planning for roads, 
rail, and other infrastructure to 
cope with warming and drainage 

Integrating dimate change 
considerations into nationai 
transport pdicy: investment 
in R&D for special 
situations, e.g. permafrost 
areas 

Finandai & technological barriers; 
availability of less vulnerable routes; 
improved technologies and 
integration with key secfors (e.g. 
energy) 

Energy 

Strengthening of overhead 
transmission and distribution 
infrastructure; underground cabling 
for utilities; energy efficiency; use of 
renewable sources; reduced 
dependence on single sources of 
energy 

Nationai energy policies, 
regulations, and fiscal and 
finandai incentives to 
encourage use of 
alternative sources: 
incorporating climate 
change in design standards 

Access to viable alternatives; 
financial and technological barriers; 
acceptance of new technologies; 
stimulation of new technologies; use 
of local resources 


Note: Offter examples from many sectors would include eariy warning systems. 
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Comparison between giobai economic mitigation potential and 
projected emissions increase in 2030 


Bottom-up Tt^Hiown Incrrase in GHG emissions 

C<0 O<20 S<S) B<t(XlUS$ftCOreq D<20 B<S) a<tOOUS$rtCO?€q ^)Ove year 2QQ0 levels 



a) b) c) 


Figure SPM.9. Gioba! economic mitigation potential in 2030 estimated from bottom-up (Panel a) and top-down (Panel b) 
studies, compared with the projected emission increases from SRES scenarios relative to 2000 GHG emissions of 40,8 GtC02- 
eq (Panel c). Note; GHG emissions in 2000 are exclusive of emissions of decay of above ground biomass that remains after 
logging and deforestation and from peat fires and drained peat soils, to ensure consistency with the SRES emission results. 


Economic mitigation potential by sector in 2030 estimated from bottom-up studies 


GICq2«)A(r 





supply Transport Building Industry Agriculture Forestry Viteie 

total Eccioral potE^ntial at <(JSSloa/OOy-eq in GtCC^-eq^r 
Z.4-4.7 1.fr-2.5 5.3-€.7 2.5-55 25-6.4 1542 0.4-1 

Figure SPM.10. Estimated economic mitigation potential by sector in 2030 from bottom-up studies, compared to the respective 
baselines assumed in the sector assessments. The potentials do not include non-technical options such as lifestyle changes. 
{Figure 4.1} 

Notes; 

a) The ranges for global economic potentials as assessed in each sector are shown by vertical lines. The ranges are based on 
end-use allocations of emissions, meaning that emissions of electricity use are counted towards the end-use sectors and not to 
the energy supply sector. 

b) The estimated potentials have been constrained by the availability of studies particularly at high carbon price levels, 

c) Sectors used different baselines. For industry the SRES B2 baseline was taken, for energy supply and transport the WEO 
2004 baseline was used; the building sector is based on a baseline in between SRES B2 and A1B; for waste, SRES A1B driving 
forces were used to construct a waste specific baseline; agriculture and forestry used baselines that mostly used B2 driving 
forces. 

d) Only global totals for transport are shown because international aviation is included. 

e) Categories excluded are: non-COa emissions in buildings and transport, part of material efficiency options, heat production 
and cogeneration in energy supply, heavy duty vehicles, shipping and high-occupancy passenger transport, most high-cost 
options for buildings, wastewater treatment, emission reduction from coal mines and gas pipelines, fluorinated gases from 
energy supply and transport. The underestimation of the total economic potential from these emissions is of the order of 1 0- 

15%. 
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Table SPM-5. Selected examples of key sectoral mitigation technologies, policies and measures, constraints and opportunities. 
{WGMI, Tables SPM.3, SPM,7} 






Energy 

Supply 

improved supply and distribution efficiency; fu^ 
switching from coa! to gas; nuclear power; 
renewable heat and power (hydropower, solar, 
wind, geothermai and bioenergy); combined heat 
and power; early applications of Carbon Dioxide 
Capture and Storage (CCS) (e.g. storage of 
removed COj from natural gas); CCS for gas, 
biomass and coal-fired electricity generating 
facilities: advanced nuclear power, advanced 
renewable energy, including tidal and wave 
energy, concenfraf/ng solar, and solar 
photovoltaics 

Reduction of fossil fuel subsidies; 
Taxes or carbon (diarges on fossil 
fuels 

Resistance by vested interests 
may make them difficult to 
implement 

Feed-in tah^ for renewable energy 
techn(^gies; Renewable energy 
obligations; Producer subsidies 

May be appropriate to create 
markets for low emissions 
technologies 

Transport 

More fuel efficient vehicles; hybrid vehides; 
cleaner diesel vehides; biofuels; mod^ shifts from 
road transport to rail and public transport systems; 
non-motorised transport (cyclirvg, walking); land- 
use and transport planning*; Second generation 
biofuels; higher efficiency aircraft: advanced 
electric and hybrid vehicles with more powerful 
and reliable baffenes 

Mandatory fuel economy, biofuel 
blending and CO2 standards for 
road ftansport 

Partial coverage of vehicle fleet 
may limit effectiveness 

Taxes on vehide purchase, 
registration, use and motor fuels, 
road and parking pridng 

Effectiveness may drop with 
higher incomes 

Influence mobility needs through 
land use regulations, and 
infrastructure planning; Investment 
in attractive public transport facilities 
and non-motorised forms of 
transport 

Particularly appropriate for 
countries that are building up 
their transportation systems 

Buildings 

Efficient lighting and dayiighting; more efficient 
electrical appliances and heating and coding 
devices; improved cook stoves, improved 
insulation; passive and active solar design for 
heating and cooling; alternative refrigeration 
fluids, recovery and recycling of fluorinated gases; 
Integrated design of commercial buildings 
including technologies, such as intelligent meters 
that provide feedback and control; solar 
photovoltaics integrated in buildings 

Appliance standards and labelling 

Periodic revision of standards 
needed 

Building codes and certification 

Attractive for new buildings. 
Enforcement can be difficult 

Demand-side management 
programmes 

Need for regulations so that 
utilities may profit 

Public sector leadership 
programmes, induding procurement 

Government purchasing can 
expand demand for energy- 
efficient products 

Incentives for energy service 
companies (ESCOs) 

Success factor: Access to third 
party financing 

Industry 

More effident end-use electrical equipment; heat 
and power recovery; materia! recyding and 
substitution; control of non-COz gas emissions; 
and a wide array of process-specific technologies; 
Advanced energy efficiency; CCS for cement. 
ammon/s, and iron manufacture: inert electrodes 
for aluminium manufacture 

Provision of benchmark information; 
Performance standards; Subsidies, 
tax credits 

May be sppropn'afe fo stimulate 
technology uptake. Stability of 
national policy important in view 
of international competitiveness 

TradaWe permits 

Predictable allocation 
mechanisms and stable price 
signals important for investments 

Voluntary agreements 

Success factors Include: dear 
targets, a baseline scenario, third 
party involvement in design and 
review and formal provisions of 
monitoring, close cooperation 
between government and 
industry 

Agriculture 

Improved crop and grazing land management to 
increase soil carbon storage; restoration of 
cultivated peaty soils and degraded lands; 
improved rice cultivation techniques and livestock 
and manure management to reduce CH.( 
emissions; improved nitrogen fertiliser application 
techniques to reduce N2O emissions; dedicated 
energy crops to replace fossil fuel use; improved 
energy efficiency; Improvements of crop yields 

Finartcial incentives and regulations 
tor improved land mgmagement, 
mcuntaining soil carbon content, 
effident use of fertilisers and 
irrigation 

May encourage synergy with 
sustainable development and 
with reducing vulnerability to 
climate change, thereby 
overcoming barriers to 
rmp/emenfation 
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Table SPM-5. (cont.) 


T- -Tl 

■ 

j 



Forestry/ 

forests 

Afforestation; reforestation; forest management; 
reduced deforestation; harvested wood product 
management; use of forestry products for 
bioenergy to replace fossil fuel use; Tree species 
improvement to increase biomass productivity and 
carbon sequestration. Improved remote sensing 
technologies for analysis of vegetation/ soil 
carbon sequestration potential and mapping land 
use change 

Financial incentives (national and 
international) to increase forest 
area, to reduce deforestation, and 
to maintain and manage forests; 
Land-use regulation and 
enftxcement 

Constraints include lack of 
investment capital and land 
tenure issues. Can help poverty 
alleviation. 

Waste 

Landfill CHq recovery; waste incineration with 
energy recovery; composting of organic waste; 
controlled waste water treatment; recycling and 
waste minimisation; biocovers and biofilters to 
optimise CH 4 oxidation 

Finandal incentives for Improved 
waste and wastewater management 

May stimulate technology 
diffusion 

Renewable energy incentives or 
obligations 

Local availability of low-cost fuel 

Waste management regulations 

Most effectively applied at 
national level with enforcement 
strategies 


Future energy infrastructure investment decisions, expected to exceed 20 trillion US$’* between 2005 and 2030, 
will have long-term impacts on GHG emissions, because of the long life-times of energy plants and other 
infrastructure capital stock. The widespread diffusion of low-carbon technologies may take many decades, even if 
early investments in these technologies arc made attractive. Initial estimates show that returning global energy- 
related CO 2 emissions to 2005 levels by 2030 would require a large shift in investment patterns, although the net 
additional investment required ranges from negligible to 5-10%. {4.3} 

A wide variety of policies and instruments are available to governments to create the incentives for 
mitigation action. Their applicability depends on national circumstances and sectoral context (Table SPM5). 
{4.3} 

They include integrating climate policies in wider development policies, regulations and standards, taxes and 
charges, tradable permits, financial incentives, voluntary agreements, information instruments, and research, 
development and demonstration (RD&D), {4.3} 

An effective carbon-price signal could realise significant mitigation potential in all sectors. Modelling studies show 
global carbon prices rising to 20-80 US$/tC02-eq by 2030 are consistent with stabilisation at around 550 ppm CO 2 - 
eq by 2100. For the same stabilisation level, induced technological change may lower these price ranges to 5-65 
USS/tCOj-eq in 2030.” {4.3} 

There is high agreement and much evidence that mitigation actions can result in near-term co-benefits (e.g. 
improved health due to reduced air pollution) that may offset a substantial fraction of mitigation costs, {4.3} 

There is high agreement and medium evidence that Annex I countries’ actions may affect the global economy and 
global emissions, although the scale of carbon leakage remains uncertain.'* {4.3} 


20 trillion = 20,000 billion = 20*10’^ 

Studies on mitigation portfolios and macro-economic costs assessed in this report are based on top-down modelling. Most models use a 
global least cost approach to mitigation portfolios, with universal emissions biding, assuming transparent markets, no transaction cost, and thus 
perfect implementation of mitigation measures throughout the 21^ century. Costs are given for a specific point in time. Globa! modelled costs 
will increase if some regions, sectors (e.g. land-use), options or gases are excluded. Global modelled costs will decrease with lower baselines, 
use of revenues from carbon taxes and auctioned permits, arxJ if induced technoiogic^ learning is included. These models do not consider 
climate benefits and generally also co-benefits of mitigation measures, or eqiuty issues. Significant progress has been achieved in applying 
approaches based on induced technological change to stabilisation studies; however, conceptual issues remain. In the models that consider 
induced technological change, projected costs for a given statxiisation level are reduced; the reductions are greater at lower stabilisation level. 
Further details may be found in Topic 4 of the Synthesis Report. 
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Fossil fuel exporting nations (in both Annex I and non-Annex I countries) may expect, as indicated in the TAR, 
lower demand and prices and lower GDP growth due to mitigation policies. The extent of this spill over depends 
strongly on assumptions related to policy decisions and oil market conditions. 

There is also high agreement and medium evidence that changes in lifestyle, behaviour patterns and management 
practices can contribute to climate change mitigation across all sectors. {4.3} 

Many options for reducing global GHG emissions through international cooperation exist. There is high 
agreement and much evidence that notable achievements of the UNFCCC and its Kyoto Protocol are the 
establishment of a global response to climate change, stimulation of an array of national policies, and the 
creation of an international carbon market and new institutional mechanisms that may provide the 
foundation for future mitigation efforts. Progress has also been made In addressing adaptation within the 
UNFCCC and additional international initiatives have been suggested. {4.S} 

Greater cooperative efforts and expansion of market mechanisms will help to reduce global costs for achieving a 
given level of mitigation, or will improve environmental effectiveness. Efforts can include diverse elements such as 
emissions targets; sectoral, local, sub-national and regional actions; RD&D programmes; adopting common 
policies; implementing development oriented actions; or expanding financing instruments. {4.5} 

In several sectors, climate response options can be implemented to realise synergies and avoid conflicts with 
other dimensions of sustainable development Decisions about macroeconomic and other non-climate 
policies can significantly affect emissions, adaptive capacity and vulnerability. {4.4, 5.8} 

Making development more sustainable can enhance mitigative and adaptive capacities, reduce emissions, and 
reduce vulnerability, but there may be barriers to implementation. On the other hand, it is very likely that climate 
change can slow the pace of progress towards sustainable development, Over the next half-century, climate change 
could impede achievement of the Millennium Development Goals. {5.8} 

5. The long-term perspective 

Determining what constitutes '^dangerous anthropogenic interference with the climate system” in relation to 
Article 2 of the UNFCCC involves value judgements. Science can support Informed decisions on this issue, 
including by providing criteria for judging which vulnerabilities might be labelled ^‘key”. {Box *Key 
Vulnerabilities and Article 2 of the UNFCCC’, topic 5} 

Key vulnerabilities'^ may be associated with many climate sensitive systems including food supply, infrastructure, 
health, water resources, coastal systems, ecosystems, global biogeochemical cycles, ice sheets, and modes of 
oceanic and atmospheric circulation. {Box ‘Key Vulnerabilities and Article 2 of the UNFCCC’, topic 5} 

The five “reasons for concern” identified in the TAR remain a viable framework to consider key 
vulnerabilities. These “reasons” are assessed here to be stronger than in the TAR. Many risks are identified 
with higher confidence. Some risks are projected to be larger or to occur at lower increases in temperature. 
Understanding about the relationship between impacts (the basis for “reasons for concern” in the TAR) and 
vulnerability (that includes the ability to adapt to impacts) has improved. {5.2} 

This is due to more precise identification of the circumstances that make systems, sectors and regions especially 
vulnerable, and growing evidence of the risks of very large impacts on multiple century time scales. {5.2} 


Key Vulnerabiiities can be identified based on a number of criteria in the literature, including magnitude, timing, persistence/reversibility, the 
potentiai for adaptation, distributionai aspects, likelihood and 'importance' of the impacts. 
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« Risks to unique and threatened systems. There is new and stronger evidence of observed impacts of climate 
change on unique and vulnerable systems (such as polar and high mountain communities and ecosystems), 
with increasing levels of adverse impacts as temperatures increase further. An increasing risk of species 
extinction and coral reef damage is projected with higher confidence than in the TAR as warming proceeds. 
There is medium confidence that approximately 20-30% of plant and animal species assessed so far are likely to 
be at increased risk of extinction if increases in global average temperature exceed 1 .5-2.5°C over 1 980- 1 999 
levels. Confidence has increased that a 1-2°C increase in global mean temperature above 1990 levels (about 
1 .5-2.5'’C above pre-industrial) poses significant risks to many unique and threatened systems including many 
biodiversity hotspots. Corals are vulnerable to thermal stress and have low adaptive capacity. Increases in sea 
surface temperature of about l-S^C are projected to result in more frequent coral bleaching events and 
widespread mortality, unless there is thermal adaptation or acclimatization by corals, Increasing vulnerability 
of indigenous communities in the Arctic and small Island communities to warming is projected. 

* Risks of extreme weather events. Responses to some recent extreme events reveal higher levels of 
vulnerability than the TAR. There is now higher confidence in the projected increases in droughts, heatwaves, 
and floods as well as their adverse impacts. 

9 Distribution of impacts and vulnerabilities. There are sharp differences across regions and those in the 
weakest economic position are often the most vulnerable to climate change. There is increasing evidence of 
greater vulnerability of specific groups such as the poor and elderly in not only developing but also developed 
countries. Moreover, there is increased evidence that low-latitude and less-developed areas generally face 
greater risk, for example in dry areas and mega-deltas. 

9 Aggregate impacts. Compared to the TAR, initial net market-based benefits from climate change are 

projected to peak at a lower magnitude of warming, while damages would be higher for larger magnitudes of 
warming. The net costs of impacts of increased warming are projected to increase over time. 

• Risks of large-scale singularities. There is high confidence that global warming over many centuries would 
lead to a sea level rise contribution from thermal expansion alone which is projected to be much larger than 
observed over the 20* century, with loss of coastal area and associated impacts. There is better understanding 
than in the TAR that the risk of additional contributions to sea level rise from both the Greenland and possibly 
Antarctic ice sheets may be larger than projected by ice sheet models and could occur on century time scales. 
This is because ice dynamical processes seen in recent observations but not fully included in ice sheet models 
assessed in AR4 could increase the rate of ice loss. 

There is high confidence that neither adaptation nor mitigation alone can avoid ail climate change impacts; 
however, they can complement each other and together can significantlv reduce the risks of climate change. 
(5.3} 

Adaptation is necessary in the short and longer term to address impacts resulting from the warming that would 
occur even for the lowest stabilisation scenarios assessed. There are barriers, limits and costs, but these are not 
fully understood. Unmitigated climate change would, in the long term, be likely to exceed the capacity of natural, 
managed and human systems to adapt. The time at which such limits could be reached will vary between sectors 
and regions. Early mitigation actions would avoid further locking in carbon intensive infrastructure and reduce 
climate change and associated adaptation needs. {5.2, 5.3} 

Many impacts can be reduced, delayed or avoided by mitigation. Mitigation efforts and investments over the 
next two to three decades will have a large impact on opportunities to achieve lower stabilisation levels. 
Delayed emission reductions significantly constrain the opportunities to achieve lower stabilisation levels 
and increase the risk of more severe climate change impacts. (5.3, 5.4, 5.7} 

In order to stabilise the concentration of GHGs in the atmosphere, emissions would need to peak and decline 
thereafter. The lower the stabilisation level, the more quickly this peak and decline would need to occur.^^ (5.4} 


For the lowest mitigation scenario category assessed, emissions would need to peak by 2015 and for the highest by 2090 (see Table SPM.3). 
Scenarios that use alternative emission pathways show substantia differences in the rate of global climate change. 
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Table SPM.6 and Figure SPM. 1 1 summarise the required emission levels for different groups of stabilisation 
concentrations and the resulting equilibrium global warming and long-term sea level rise due to thermal expansion 
only.^* The timing and level of mitigation to reach a given temperature stabilisation level is earlier and more 
stringent if climate sensitivity is high than if it is low. {5.4, 5.7} 

Sea level rise under warming is inevitable. Thermal expansion would continue for many centuries after GHG 
concentrations have stabilised, for any of the stabilisation levels assessed, causing an eventual sea level rise much 
larger than projected for the 21^' century, The eventual contributions from Greenland ice sheet loss could be several 
metres, and larger than from thermal expansion, should warming in excess of 1 .9-4.6°C above pre-industrial be 
sustained over many centuries. The long time scales of thermal expansion and ice sheet response to warming imply 
that stabilisation of GHG concentrations at or above present levels would not stabilise sea level for many centuries. 
{5.3, 5.4} 


T able SPM.8. Characteristics of post-TAR stabilisation scenarios and resulting long-term equilibrium global average 
temperature and the sea level rise component from thermal expansion only. {Table 5.1}® 


1 

8 

; '■ ’'i 

-l- y.7 . 


•* V’ • 


f-K : ' 

•.^1 


ppm 

ppm 

Year 

P^cent 

•C . 

metres 


i 

350-400 

445-490 

2000-2015 

•85 to -50 

2.0 -2,4 

0,4- 1,4 

6 

li 

400-440 

490-535 

2000-2020 

•60 to *30 

2,4 -2,8 

0.5- 1.7 

18 

III 

440 - 465 

535-590 

2010-2030 

•30 to *5 

2.8-3.2 

0,6- 1.9 

21 

IV 

485-570 

590-710 

2020-2060 

+10 to +60 

3.2 -4,0 


118 

V 

570-660 

710-856 

2050-2080 

+25 to +85 

4. 0-4.9 


9 

VI 

0 

( 

0 

855-1130 

2060-2090 

+90 to +140 

4.9-S.1 

10 - 3,7 

5 


Notes: 

a) The emission reductions to meet a particular stabilization level reported in the mitigation studies assessed here might be underestimated due 

to missing carton cycle feedbacks (see also Topic 2). 

b) Atmospheric CO 3 concentrations were 379 ppm in 2005. The best estimate of totel COreq cortcentration in 2005 for all long-lived GHGs is 
about 455 ppm. while the corresponding value including the net effect of all anthropogenic forcing agents is 375 ppm COreq. 

c) Ranges correspond to the 15th to 85th percentile of the post-TAR scenario distribution. CO, emissions are shown so multi-gas scenarios can 
be compared with COronly scenan'os (see Figure SPM.3). 

d) The best estimate of climate sensitivity is 3‘C. 

e) Note that global average temperature at equilibrium is different from expected global average temperature at the time of stabilization of GHG 
concentrations due fo the inertia of the climate system. For the majority of scenarios assessed, stabilisation of GHG concentrations occurs 
between 2100 and 2150 (see also Footnote 9). 

f) Equilibrium sea level rise is for the contribution from ocean thermal expansion only and does not reach equilibrium for at teosf many 

centuries. These values have been estimated u^ng relatively simple climate models (one low resolution AOGCM and several EMICs based 
on the best estimate of 3’C climate sensitivity) and do not include contributions from melting ice sheets, glaciers and ice caps. Long-term 
thermal expans/on is projected to result in 0.2 to 0.6 m per degree Celsius of global average warming above preindustrial. (AOGCM refers 
to Atmosphere Ocean General Circulation Models and EMICs to Earth System Models of Intermediate Complexity.) 


Estimates for the evolution of temperature over the course of this century sue not available in the AR4 for the stabilisation scenarios. For most 
stabilisation levels global average temperature is approac^iing the equilibrium level over a few centuries. For the much lower stabilisation 
scenarios {category I and li, Figure SPM. 1 1), the equilibrium temperature may be reached earlier. 
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CO2 emissions and equHibrIum temperature increases for a range of stabilisation levels 



Figure SPM.11. Global CO 2 emissions for 1940 to 2000 and emissions ranges for categories of stabilisation scenarios from 
2000 to 21 00 {left-hand panel); and the corresponding relationship between the stabilisation target and the likely equilibrium 
global average temperature increase above pre-industrial (right-hand panel), /^preaching equilibrium can take several 
centuries, especially for scenarios with higher levels of stabilisation. Coloured shadings show stabilisation scenarios grouped 
according to different targets (stabilisation category I to VI). Right-hand panel shows ranges of global average temperature 
change above pre-industrial, using (i) "best estimate" climate sensitivity of 3“C (black line in middle of shaded area), (ii) upper 
bound of likely range of climate sensitivity of 4.5*C (red line at top of shaded area) (iii) lower bound of likely range of climate 
sensitivity of 2'’C (blue line at bottom of shaded area). Black dashed lines in the left panel give the emissions range of recent 
baseline scenarios published since the SRES (2000). Emissions ranges of the stabilisation scenarios comprise C02-onty and 
muitigas scenarios and correspond to the 10th-90th percentile of the full scenario distribution. Note: CO 2 emissions in most 
models do not include emissions from decay of above ground biomass that remains after logging and deforestation, and from 
peat fires and drained peat soils, {Figure 5.1} 


There is high agreement and much evidence that all stabilisation levels assessed can be achieved by 
deployment of a portfolio of technologies that are either currently available or expected to be 
commercialised in coming decades, assuming appropriate and effective incentives are in place for their 
development, acquisition, deployment and diffusion and addressing related barriers. (5.5} 

All assessed stabilisation scenarios indicate that 60-80% of the reductions would come from energy supply and 
use, and industrial processes, with energy efficiency playing a key role in many scenarios. Including non-C02 and 
CO 2 land-use and forestry mitigation options provides greater flexibility and cost-effectiveness. Low stabilisation 
levels require early investments and substantially more rapid diffusion and commercialisation of advanced low- 
emissions technologies. 

Without substantial investment flows and effective technology transfer, it may be difficult to achieve emission 
reduction at a significant scale. Mobilizing financing of incremental costs of low-carbon technologies is important. 
{5.5} 

The macro-economic costs of mitigation generally rise w'ith the stringency of the stabilisation target (Table 
SPM.7). For specific countries and sectors, costs vary considerably from the global average.^^ (5.6} 

In 2050, global average macro-economic costs for mitigation towards stabilisation between 7 1 0 and 445ppm CO 2 - 
eq are between a 1% gain and 5.5% decrease of global GDP (Table SPM.7). This corresponds to slowing average 
annual global GDP growth by less than 0.12 percentage points. {5.6} 


See footnote 1 7 for more detail on cost estimates and model assumptions. 
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Table SPM,7. Estimated global macro-economic costs in 2030 and 2050. Costs are relative to the baseline for least-cost 
trajectories towards different long-term stabilisation levels. {Table 5.2} 







2030' 

2050 

2030 ^ 

2050 

IHiyFlilii 

2050 

445-535"’* 

Not available 


< 5.5 

<0.12 

<0,12 

535 - 590 

miQgiiiiii 

1.3 


slightly negative to 4 

<0,1 

<0.1 

590-710 

0.2 

0.5 

-0.6 to 1.2 

-1 to 2 

<0.06 

<0.05 


Notes' Values given in this table correspond to the full litersture across all baselines and mitigation scenarios that provide GDP numbers. 

a) Global GDP based on market exchange rates. 

b) The 10th andOOtn percentile range of the analysed data are given where applicable. Negative values indicate GDP gain. The first row (445- 
535 ppm COreg} gives the upper bound estimate of the literature only. 

c) The calculation of the reduction of the annual growth rate is based on the average reduction during the assessed period that would result in 
the indicated GDP decrease by 2030 and 2050 respectively. 

d) The number of studies is relatively small and (hey genera//yuse low baselines. High emissions baselines generally lead to higher costs. 

e) The values correspond to the highest estimate for GDP reduction shown in column three. 


Responding to climate change involves an iterative risk management process that includes both adaptation 
and mitigation and takes into account climate change damages, co-benefits, sustainability, equity, and 
attitudes to risk. {5.1} 

Impacts of climate change are very likely to impose net annual costs which will increase over time as global 
temperatures increase. Peer-reviewed estimates of the social cost of carbon‘^ in 2005 average US$12 per tonne of 
CO 2 , but the range from 100 estimates is large (-S3 to $95/tC02). This is due in large pan to differences in 
assumptions regarding climate sensitivity, response lags, the treatment of risk and equity, economic and non- 
economic impacts, the inclusion of potentially catastrophic losses, and discount rates. Aggregate estimates of costs 
mask significant differences in impacts across sectors, regions and populations and very likely underestimate 
damage costs because they cannot include many non-quantifiabie impacts. {5.7} 

Limited and early analytical results from integrated analyses of the costs and benefits of mitigation indicate that 
they are broadly comparable in magnitude, but do not as yet permit an unambiguous determination of an emissions 
pathway or stabilisation level where benefits exceed costs. {5.7} 

Climate sensitivity is a key uncertainty for mitigation scenarios for specific temperature levels. 

Choices about the scale and timing of GHQ mitigation involve balancing the economic costs of more rapid 
emission reductions now against the conesponding medium-term and long-term climate risks of delay. {5.4} 


Net economic costs of damages from climate change aggregated across the globe and discounted to the spea'fled year. 
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